COVINGTON & BURLING

1201 PENNSYLVANIA AVENUE NW WASHINGTON, DC MARY NEWCOMER WILLIAMS

WASHINGTON, DC 20004-2401 NEW YORK PO LTR T D 2 ‘"fl TEL 202.662.5244
TEL 202.662.6000 LONDON Vioor L L b . FAX 202.778.5244
FAX 202.662.6281 BRUSSELS MWILLIAMS @ COV.COM
WWW, COV.COM SAN FRANCISCO
ST February 17, 2000

VIA FEDERAL EXPRESS Chk# _2977

Amount M
Mr. David Waddell ) Ilg
Executive Secretary Revd By —_
Tennessee Regulatory Authority Date -/ 5/ ~7d
460 James Robertson Parkway

Nashville, TN 37243-0505

Re:  Application of Pathnet, Inc. for a Certificate of Convenience
and Necessity to Provide Competing Local Exchange and
Interexchange Telecommunications Services

Dear Mr. Waddell: 0@ ’@0 / / 7

Submitted herewith for filing, on behalf of Pathnet, Inc. (“Pathnet”), are an ori ginal and
thirteen (13) copies of an Application for a Certificate of Convenience and Necessity to Provide
Competing Local Exchange and Interexchange Telecommunications Services in the State of
Tennessee. Also enclosed is a check in the amount of $25.00 for the filing fee.

Enclosed is an additional copy of this letter. Please stamp the additional copy and return
it to me in the enclosed stamped, self-addressed envelope as an acknowledgement of receipt.

Please direct any questions to the undersigned or to:

Gerard J. Waldron

Covington & Burling

1201 Pennsylvania Avenue N.W.
Washington, D.C. 20004-2401
(202) 662-5360 (tel.)

(202) 778-5360 (fax)

Respectfully submitted,
U.k W

Mary\Newcomer Williams
Attorney for Pathnet, Inc.

Enclosures
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BEFORE THE TENNESSEE REGULATORY AUTHORITY -~ -,
In the Matter of the Application of
Pathnet, Inc.

for a Certificate of Convenience and
Necessity to Provide Competing
Local Exchange and Interexchange
Telecommunications Services
Throughout the State of Tennessee

Docket No. ﬁ@_’i@[/ 7 ok

APPLICATION FOR A CERTIFICATE OF CONVENIENCE AND NECESSITY
TO PROVIDE COMPETING LOCAL EXCHANGE
AND INTEREXCHANGE TELECOMMUNICATIONS SERVICES

Pathnet, Inc. (“Pathnet” or “Applicant”), but its undersigned counsel and pursuant to the
provisions of T.C.A. § 65-4-201, Administrative Rules Chapter 1220-4-8, and the Federal
Telecommunications Act of 1996 (the “1996 Act”), 47 U.S.C. § 251 et seq., hereby applies for a
Certificate of Convenience and Necessity to provide all forms of facilities-based and resold local
exchange and interexchange telecommunications services throughout the State of Tennessee. In
support of its Application, Applicant provides the following information in compliance with
Administrative Rule 1220-4-8-.04.

1. Description of Applicant

1. 1220-4-8-.04(1)(c). Applicant’s legal name and address of its principal place of

business are;

Pathnet, Inc.

1015 31st Street, N.W.
Washington, D.C. 20007
Tel.: 202/625-7284
Fax: 202/624-7369
Email: legal@pathnet.net

2. Correspondence or communications pertaining to this application should be

directed to:
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Gerard J. Waldron, Esq.
Covington & Burling

1201 Pennsylvania Avenue, N.W.
Washington, D.C. 20004-2401
Tel.:  202/662-5360

Fax: 202/778-5360

Email: gwaldron@cov.com

3. 1220-4-8-.04(1)(e). Applicant is a corporation organized under the laws of the

State of Delaware and is authorized to transact business in the State of Tennessee. A copy of
Applicant’s Certificate of Incorporation, as amended, is attached hereto as Exhibit A. A copy of
Applicant’s Certificate of Authority to Transact Business in Tennessee is attached hereto as
Exhibit B.

Applicant owns all of the capital stock of its subsidiary, Pathnet Fiber Optics, LLC.
Pathnet also owns all of the capital stock of Pathnet/Idaho Power License, LLC, which is
licensed by the Federal Communications Commission to provide point-to-point microwave
services. Pathnet also has a nineteen percent (19%) ownership interest in Pathnet/Idaho Power
Equipment, LLC, a shell subsidiary.

4. 1220-4-8-.04(1)(c). The names and addresses of Applicant’s officers and

directors are as follows:

DIRECTORS
Kevin J. Maroni One International Place, 29" Floor
Boston, MA 02110
Peter J. Barris 11911 Freedom Drive

One Fountain Square
Reston, VA 20190

Stephen A. Reinstadtler 31 W. 52" Street
New York, NY 10019
Patrick J. Kerins 9690 Deereco Road, Suite 800
Timonium, MD 21093
Richard A. Jalkut 1015 31* Street, N.W.

Washington, DC 20007
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OFFICERS

Richard A. Jalkut
President and Chief Executive Officer

1015 31* Street, N.W.
Washington, D.C. 20007

Robert A. Rouse

Executive Vice President,
Chief Operating Officer,
President, Network Services

1015 31* Street, N.-W.
Washington, D.C. 20007

James M. Craig
Executive Vice President, Chief Financial
Officer and Treasurer

1015 31°" Street, N.W.
Washington, D.C. 20007

William R. Smedberg, V
Executive Vice President, Corporate
Development

1015 31° Street, N.W.
Washington, D.C. 20007

Michael A. Lubin,
Vice President, General Counsel and Secretary

1015 31% Street, N.W.
Washington, D.C. 20007

Shawn O'Donnell

Vice President,

Senior Vice President of Engineering and
Construction

1015 31° Street, N.W.
Washington, D.C. 20007

5. 1220-4-8-.04(1)(d). Applicant does not currently have any corporate offices or

officers located in Tennessee. The employee responsible for Tennessee operations is:

J. Alfred Baird

Vice President, Access Policy and Planning

Pathnet, Inc.

11720 Sunrise Valley Drive
Reston, VA 20191

Tel.:  703/390-2811

Fax: 703/860-8127

Applicant’s registered agent in the State of Tennessee is:

Corporation Service Company

500 Tallan Building
2 Union Sq.
Chattanooga, TN 37402

II. Managerial, Technical and Financial Qualifications ( 1220-4-8-.04(1)(b)

1. Applicant has the managerial and technical qualifications to provide facilities-

based and resold local exchange and interexchange telecommunications services in Tennessee.

A description of the experience and qualifications of Pathnet’s management team is attached
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hereto as Exhibit C. As demonstrated in Exhibit C, these individuals have the experience
necessary to operate a telecommunications company. Each member of Pathnet’s management
team will draw upon his or her own experience, as well as the collective experience of the entire
management team, to ensure that Applicant is managed and operated efficiently and profitably.

2. Applicant has the technical ability to provide the proposed telecommunications
services in Tennessee. The advanced technical features of Applicant’s network are described in
the attached Exhibit C.

3. Applicant is financially qualified to provide intrastate interexchange and local
exchange telecommunications services in Tennessee. A copy of Applicant’s most recent Form
10-K annual report filed with the Securities and Exchange Commission is attached hereto as
Exhibit D. A copy of Applicant’s most recent Form 10-Q quarterly report filed with the
Securities and Exchange Commission is attached hereto as Exhibit E. These documents
demonstrate that Applicant has access to adequate cash and capital resources to construct the
proposed network and to provide the proposed services in the State of Tennessee. Applicant has
developed and continues to develop strategic relationships with partners in Tennessee; these
relationships will further contribute to Applicant’s ability to construct its digital network

throughout Tennessee.

4. 1220-4-8-.04(1)(g). Applicant plans to obtain authorization to provide

competitive local exchange service in the 48 contiguous states and the District of Columbia. To
date, Applicant is certificated or otherwise authorized to provide competitive
telecommunications services in Colorado, Florida, Idaho, Indiana, Jowa, Michigan, Minnesota,
Montana, Nebraska (local exchange), Oregon, Texas, Wisconsin and Wyoming (interexchange).

Applicant has applications pending in the following states: Arkansas, Illinois, Kentucky,
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Louisiana, Nebraska (interexchange), North Dakota, Ohio and Wyoming (local exchange).
Applicant has not been denied requested certification in any jurisdiction, nor has it had a permit,
license or certificate revoked by any authority.

I11. Proposed Services (1220-4-8-.04(1)(i)

1. Applicant seeks authority to provide all forms of facilities-based and resold
telecommunications services throughout the State of Tennessee, including both local exchange
and interexchange telecommunications services. Initially, Pathnet plans to provide the following
services: (i) point-to-point private line services ranging from DS-0 to OC-n, using TDM
technology; (ii) TDM-based special access services; (ii1) data services, including digital
subscriber line (xDSL) services; and (iv) exchange services consisting of link and extended link
(including transport) services connecting other telecommunications providers’ switches to their
end-users. Applicant intends to offer its private line, special access and data services primarily
to other carriers and to Internet service providers anci to offer its exchange services exclusively to
other teleccommunications providers. At this time, Applicant does not plan to provide basic local
dial tone service to end users. However, Applicant requests authority to provide the full range of
local exchange and interexchange services to other carriers, businesses and residential customers
in order to avoid having to amend its certificate in the event it decides to provide switched voice
service in the future. Applicant’s proposed services will be available on a full-time basis, 24
hours a day, seven days a week.

2. Applicant will provide the proposed services both through its own facilities and
by leasing or purchasing facilities from other facilities-based telecommunications providers.
Applicant will own the following types of equipment and facilities in Tennessee: fiber optic
cables, optronics equipment, microwave radio systems, multiplexors, digital cross connect

equipment, D-SLAM equipment (some of which will be installed in ILEC central office
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collocation facilities), customer premise equipment, POP facilities, fiber optic and microwave
shelters, batteries, generators, converters, chargers and HVAC support systems.

3. Applicant seeks authorization to provide the proposed telecommunications
services throughout the entire area that exactly corresponds to the geographic boundaries of the
State of Tennessee.

| A Description of Operations and Regulatory Compliance

1. 1220-4-8-.04(1)(a). Pathnet will adhere to all applicable Authority rules, policies

and orders governing the provision of local exchange and interexchange telecommunications
services in the State of Tennessee.

2. § 65-5-212. A copy of Applicant’s Small and Minority-Owned
Telecommunications Business Participation Plan is attached hereto as Exhibit F.

3. 1220-4-8-.04(1)(f). Applicant will handle repair and maintenance in Tennessee as

follows. Applicant will maintain a toll-free telephone number (877-PATHNOC) for handling
customer inquiries or complaints. This toll-free number will be printed on all bills to Applicant’s
customers. Personnel will be available 24-hours a day, seven days a week to answer emergency
repair calls to the toll-free number.

If a complaint is received that relates to Pathnet’s network, it is handled in accordance
with Pathnet’s formal trouble ticket reporting procedures and escalation process. The procedures
differ depending on whether the trouble is reported on Pathnet’s facilities-based network or on
capacity created by the networks of other carriers and used by Pathnet. In any event, Pathnet
will respond to repair and maintenance calls promptly and, where necessary, dispatch a service
technician as soon as possible. All commercially reasonable efforts will be made to address and

resolve customer concerns as quickly as possible.
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The customer service contact responsible for and knowledgeable about Applicant’s
Tennessee operations is:

William C. Cotta

Vice President

Pathnet, Inc.

1015 31 Street N.W.

Washington D.C. 20007

Telephone:  877/PATHNOC
202/625-7284

Fax: 202/625-7369

E-mail: wcotta@pathnet.net

4. Applicant will bill its customers directly, on a monthly basis. As noted above,
Pathnet’s toll-free telephone number (877-PATHNOC) will be printed on all bills. Customers
may call this toll-free number with billing and other customer service inquiries. Applicant will
provide at least one customer service representative per every 2,500 customers during normal
business hours. Incoming non-network complaints will be routed to the appropriate person in the
company for prompt resolution. For example, if a complaint relates to a billing issue, the call
will be routed to a customer service representative, with escalation to a supervisor and final
escalation to Pathnet’s comptroller. If a customer is not satisfied with the customer service
representative’s resolution of the problem or complaint, the customer will be informed that he or
she may have the problem or complaint considered and acted upon by a supervisor.

5. Initially, Applicant does not plan to provide voice-grade dial tone service to end
users in Tennessee. If Applicant decides to provide voice-grade dial tone service in the future, it
will file a toll dialing plan for Authority consideration at least 60 days prior to offering voice-
grade dial tone service.

6. As discussed above, Applicant currently does not plan to provide basic local dial

tone service to end users. Accordingly, Applicant seeks a waiver, to the extent such a waiver is
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required for the services Pathnet proposes to provide, from the following requirements set forth
in Rule 1220-4-8-.04(3)(b): access to 911 and E911 emergency services; directory listings and
directory assistance; Tennessee Relay Center access and support; blocking service for 900 and
976-type services; Lifeline and Link-up Services; and educational discount requirements.
Pathnet will comply with the requirements of Rule 1220-4-8-.04(3)(b) if in the future Pathnet
begins to offer voice-grade dial tone service in Tennessee.

V. CONCLUSION

For the foregoing reasons, Pathnet, Inc. requests that the Tennessee Regulatory Authority
approve its Application and grant it a Certificate of Public Convenience and Necessity to provide
all forms of facilities-based and resold local exchange and interexchange telecommunications
services throughout the State of Tennessee.

Respectfully submitted,

Gerard J. Waldgon, Esq.
Covington & Burling

1201 Pennsylvania Avenue NW
Washington, D.C. 20004-2401
(202) 662-5360 (v)

(202) 778-5360 (1)

Attorney for Pathnet, Inc.

Dated: February 17, 2000




VERIFICATION

DISTRICT )
OF ) SS
COLUMBIA )

| I, Michael A. Lubin, being first duly sworn, do heréby depose and state that: |
1. I am Vice President, General Counsel and Secretary of Pathnet, Inc. (“Pathnet™),
and am authorized to make this Verification on behalf of Pathnet.
2. I have read the foregoing Application and exhibits and know the contents thereof.
3. The facts contained in the Application and exhibits are true and correct to the best
of my knowledge, information and belief,
4. Pathnet will operate in Tennessee in compliance with all applicable federal and

state laws and all Federal Communications Commission and Tennessee Regulatory Authority

s [/& LI )gL

Michael A. Lubin

VA
Sworn and subscribed to before me this / fzz day of % , 2000.

~

D e

Notar¥ Public /

PATTY O’BRIEN
NOTARY PUBLIC STATE OF MARYLAND
My Commission Expires August 1, 2001




CERTIFICATE OF SERVICE

I, Mary Newcomer Williams, hereby certify that on this 17th day of February, 2000, a
copy of the attached notice was served via first class U.S. Mail on the attached list of local

exchange telecommunications companies.




NOTICE OF APPLICATION

TO: Tennessee Local Exchange Telecommunications Companies

FROM: Gerard J. Waldron, Esq.

DATE: February 17, 2000

RE: Application of Pathnet, Inc. for a Certificate of Public Convenience and Necessity

to Provide Competing Local Exchange and Interexchange Telecommunications
Services Throughout the State of Tennessee

This 1s to notify you that the above-referenced telecommunications application was filed
with the Tennessee Regulatory Authority on February 17, 2000. A copy of the application may

be obtained from the Authority.




Ardmore Telephone Company, Inc.
Attn: Regulatory

P.O. Box 549

517 Ardmore Avenue

Ardmore, TN 38449

Century Telephone of Adamsville
Attn: Regulatory

P.O. Box 405

116 N. Oak Street

Adamsville, TN 38310

Century Telephone of Ooltewah-
Collegedale, Inc.

Attn: Regulatory

P.O. Box 782

5616 Main Street

Ooltewah, TN 37363

Citizens Communications Company Of
The Volunteer State

Attn: Regulatory

P.O. Box 770

300 Bland Street

Bluefield, WV 24701

Millington Telephone Company, Inc.
Attn: Regulatory

4880 Navy Road

Millington, TN 38053

BellSouth

Attn: Regulatory

333 Commerce Street
Nashville, TN 37201-3300

Century Telephone of Claiborne
Attn: Regulatory

P.O. Box 100

507 Main Street

New Tazewell, TN 37825

Citizens Communications Company of
Tennessee

Attn: Regulatory

P.O. Box 770

300 Bland Street

Bluefield, WV 24701

Loretto Telephone Company, Inc.
Attn: Regulatory

P.O. Box 130

Loretto, TN 38469

Sprint-United
Attn: Regulatory
112 Sixth Street
Bristol, TN 37620




TDS Telecom-Concord Telephone
Exchange, Inc.

Attn: Regulatory

P.O. Box 22610

701 Concord Road

Knoxville, TN 37933-0610

TDS Telecom-Tellico Telephone
Company, Inc.

Attn: Regulatory

P.O.Bx9

102 Spence Street

Tellico Plains, TN 37385-0009

TEC-Crockett Telephone Company, Inc.

Attn: Regulatory
P.O. Box 7
Friendship, TN 38034

TEC-West Tennessee Telephone
Company, Inc.

Attn: Regulatory

P.O.Box 10

244 E. Main Street

Bradford, TN 38316

TDS Telecom-Humphreys County
Telephone Company

Attn: Regulatory

P.O. Box 552

203 Long Street

New Johnsonville, TN 37134-0552

TDS Telecom-Tennessee Telephone
Company

Attn: Regulatory

P.O. Box 18139

Knoxville, TN 37928-2139

TEC-People's Telephone Company, Inc.
Attn: Regulatory

P.O. Box 310

Erin, TN 37061

United Telephone Company
Attn: Regulatory

P.O. Box 38

120 Taylor Street

Chapel Hill, TN 37034




APPLICATION OF PATHNET, INC.
FOR A CERTIFICATE OF CONVENIENCE AND NECESSITY
TO PROVIDE COMPETING LOCAL EXCHANGE AND INTEREXCHANGE
TELECOMMUNICATIONS SERVICES IN TENNESSEE

EXHIBITS
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State of Delaware
Office of the Secretary of State eacz 1

I, EDWARD J. FREEL, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACEED IS A TRUE AND CORRECT

COFY OF THE CERTIFICATE OF  AMENDMENT OF "PATENET, INC.", FILED

IN TEIS OFFICE ON THE EIGHTE DAY OF DECEMBER, A.D. 1998, AT 9
O’'CLOCK A.M.

A FILED COPY OF THIS CERTIFICATE HAS BEEN FORWARDED TO TEE
NEW CASTLE COUNTY RECORDER OF DEEDS.

Edward J. Freel, Secretary of State

2533940 8100 ‘ AUTHENTICATION: g, 4 c064

DATE
981470391 12-08-98



. STATE OF DELAWARE
- SECRETARY OF STATE
DIVISION OF CORPORATIONS
FILED 09:00 AM 12/08/1998
. $81470391 - 2533940 ’
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We, William K. Smedverg, V, Vice President, Finamce ad Corporae
Wmmmmv&mmc«mms«m of Pathoes,
Inc., amwmmmmwmaummuﬂf
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}.ofDeuuinr 1998, ” |

* PATHNET, INC.




CERTIFICATE OF AMENDMENT
OF
RESTATED CERTIFICATE OF INCORPORATION
OF
PATHNET, INC.

Adopted in accordance with the provisions of Section 242 of
the General Corporation Law of the State of Delaware

We, William R. Smedberg, V, Vice President, Finance and Corporate
Development, and Michae] A. Lubin, Vice President, General Counsel and Secretary, of Pathnet,
Inc., a corporation organized and existing under and by virtue of the General Corporation Law of
the State of Delaware (the “Corporation”), DO HEREBY CERTIFY as follows:

FIRST: The Restated Certificate of Incorporation of the Corporation is hereby
amended by deleting the current Section 10 thereof it in its entirety and reimmbering Section 11
as new Section 10. |

SECON'D-: This Amendment has been duly adopted in accordénce with the
provisions of Section 242 of the General Corporation Law of the State of Delaware.

IN WITNESS WHEREOF, the Corporation has caused this Certificate to be
.signed by William R. Smedberg, V, Vice President, Finance and Corporate Development, and
attested to by Michael A. Lubin, Vice President, General Counsel and Secretary, on this 8th day

of December, 1998.

PATHNET, INC.

By:
William R. Smedberg, V
Vice President,

Finance and Corporate Development

ATTES /
By: ﬂM A "Z’
ichael A. Lubin ¥

Vice President,
General Counsel and Secretary



State of Delaware

Office of the Secrétary of State race 1

I, EDWARD J. FREEL, SECRETARY OF STATE OF TEE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACEED IS A TRUE AND CORRECT
COPY OF THE RESTATED CERTIFICATE OF "PATENET, INC.", FILED IN
THIS OFFICE ON THE TWELFTE DAY OF AUGUST, A.D. 1998, AT 9
O’CLOCK A.M.

B A FILED COPY OF THIS CERTIFICATE HAS BEEN FORWARDED TO TEE
NEW CASTLE COUNTY RECORDER OF DEEDS.

Edward J. Freel, Secretary of State

AUTHENTICATION:
2533940 8100 . 9250282
DATE:

981316829 08-12-98



STATE OF DELAWARE
SECRETARY .OF STATE
DIVISION OF.CORPORATIONS .
FILED 09:00 AM 08/12/1998 - . '
9g1315329 - 2533940

- AMENDED AND RESTATED CERTIFICATE OF INCORPORATION
OF

_ _ PATHNET, INC.

Pathnet, Inc., a corporation duly incorporated under the laws of the
State of Delaware, hereby certifies as follows:

FIRST: The name of the corporation is Pathnet, Inc. (the
“Corporation™). The original Certificate of Incorporation of the Corporation was
filed with the Secretary of State of the State of Delaware on 25th day of Angust,
1995, under the name PathNet, Inc.

: SECOND: This Amended and Restated Certificate of Incorporation
has been duly adopted in accordance with Sections 242 and 245 of the Delaware
General Corporanon Law (the “General Corporation Law™).

THIRD: This Amended and Restated Certificate of Incorpormon
hereby restates, integrates and amends the Certificate of Incorporation, as amended,
of the Corporation as follows:

1. Name. The name of the corporation is PATHNET, INC. (the
“Corporation™). 4

2. Addcess: Registered Office and Agegt. The address of the
Corporation’s registered office is 1013 Centre Road, Wilmington, New Castle
County, Delaware 19805, The name of its registered agent at such address is The
Prentice-Hall Corporation System, Inc.

_ 3. Pusrpoge. The purpose of the Corporation is 1o engage in, carry
- on axx conduct any lawful act or activity for which corporations may be organized
under the General Corporation Law.,

_ 4, Number of Shares. The total numbcer of shares of stock that the
ion shall have anthority to issue is 75,470,595, divided as follows:
10,000,000 shares of Preferred Stock, par value of $0.01 per share (the “Preferred
Stock™), 1,000,000 shares of Series A Convertible Preferred Stock, par value of
$0.01 per share (the “Series A Preferred Stock™), 1,651,046 shares of Series B
Convertible Preferred Stock, par value of $0.01 per share (the “Series B Preferred
Stock™), 2,819,549 shares of Series C Convertible Preferred Stock, per value of
$0.01 per share (the “Serics C Preferred Stock,” and together with the Series A
Preferred Stock and the Series B Preferred Stock, the “Series Preferred Stock”); and
60,000,000 shares of Common Stock, par value of $0.01 per share (the “Common

~ Stock™).

Doat: D84:403064.7



5. Designation of Classcy. Relative Righta, Etc, The designation,
relative nghts preferences and limitations of the shares of each class are as follows:

5.1 Pruferred Stock. The shares of Preferred Stock may be
issued from time to time in one or more series of any number of shares, provided that
the aggegatenmberofsharesmwdmdnotcmeeledofanymdmsuchscms
shall not exceed the total number of shares of Preferred Stock hereinabove authorized,
and with such powers, preferences and rights aad qualifications, limitations or
restrictions thereof, and such distinctive serial designations, all as shall hereafter be
stated and expressed in the resolution or resolutions providing for the issue of such
shares of Prefecred Stock {rom time to time adopted by the Board of Directors of the
Corporation (the “Board of Directors”) pursuant to authority so to do which is hereby
vested in the Board of Directors. Each series of shares of Preferred Stock (2) may
have such voting rights or powers, full or limited, or may be without voting rights or
powers; (b) may be subject to redemption at such time or times and at such prices;
(c) may be entitled to receive dividends (whichk may be cumulative or non-cumulative)
at such rate or rates, on such conditions and at such times, and payable in preference
to, or in such relation o, the dividends payable on any other class or classes or serics
of stock; (d) may have such rights upon the vohuntary or involuntary liquidation,
winding up or dissolution of, or upon any distribution of the assets of, the
Corporation; (¢) may be made converstible into or exchangeable for, shares of any
other class or classes or of any other series of thc samc or any other class or classes
of stock of the Corporation at such price or prices or at such rates of exchange and
with such adjustments; (f) may be entitled to the benefit of a sinking fund to he
applied to the purchass or redemption of shares of such series in such amount or
amounts; (g) may be entitled to the benefit of conditions and restrictions upon the
creation of indebtedness of the Corporation or any subsidiary, upon the issue of any
additions! shares (including additional shares of such series or of any other scrics) and
upon the payment of dividends or the making of other distributions on, and the
purchase, redemption or other acquisition by the Corporation or any subsidiary of,
any outstanding shares of the Corporation and (h) may have such other relative,
participating, optional or other special rights, qualifications, limitations or restrictions
thereof; all as shall be stated in said resolution or resolutions providing for the issue
of such shares of Preferred Stock. Any of the voting powers, designations,
prefegences, rights and qualifications, limitations or restrictions of any such series of
Preferred Stock may be made dependent upon facts ascertainable outside of the
resolution or resolutions providing for the issue of such Preferred Stock adopted by
the Board of Directors pursuant to the authority vested in it by this Section 5.1,
provided that the manner in which such facts shall operate upoa the voting powers,
designxtions, prefersnces, rights and qualifications, limitations or restrictions of such
series of Preferred Stock is clearly and expressly set forth in the resolution or
resolutions providing for the issue of such Preferred Stock. The term “facts™ as used
in the next preceding sentence shall have the meaning given to it in Section 151(a) of
the General Corporation Law. Shares of Preferred Stock of any series that have been
redeemed (whether through the operation of a sinking fund or otherwise) or that if

Doar D84:400854.7




convertible or exchangeable, have been converted into or exchanged for shares of any
other class or classes shall have the status of authorized and unissued shares of
Preferred Stock undesignated as to series and may be reissued as a part of the series
of which they were originally a part or as part of a new scries of shares of Preferred
Stock to be created by resolution or resolutions of the Board of Directors or as part of
any other series of shares of Preferrcd Stock, all subject to the conditions or restric-
tions on issuance set forth in the resolution or resolutions adopted by the Board of
Directors providing for the issue of any series of shares of Preferred Stock.

5.2 Commog Stock. Subject to the provisions of any
applicable law or of the Bylaws of the Corporation, as from time to time amended
(the “Bylaws”), with respect to the closing of the transfer books or the fixing of a
record date for the determination of stockholders entitled to vote and except as
otherwise provided herein with respect to any shares of Series Preferred Stock, by
law or by the resolution or resolutions providing for the issue of any series of shares
of Preferred Stock, the holders of outstanding shares of Common Stock shail
exclusively possess voting power for the election of directors and for all other
purposes, each holder of record of shares of Common Stock being entitled to one vote
for each share of Common Stock standing in his or her name on the books of the
Corporation. Except as otherwise provided herein with respect to any shares of
Series Preferred Stock or by the resolution or resolutions providing for the issue of
any series of shares of Preferred Stock, the holders of shares of Common Stock shall
be catitled, to the exclusion of the holders of shares of Preferred Stock of any and all
series, to receive such dividends as from time o time may be declared by the Board
of Directors. In the event of any liquidation, dissolution or winding up of the
Corporation, whether voluntary or involuntary, after payment shall have been made to
the holders of shares of any Series Preferred Stock and any Preferred Stock of the full
amount to which they shall be entitled pursuant to this Amended and Restated
Certificate of Incorporation or the resolution or resolutions providing for the issue of
any series of shares of Preferred Stock, the holders of shares of Common Stock shall
be entitled, to the exclusion of the holders of shares of Series Preferred Stock and
Preferred Stock of any and all series, to share, ratably according to the number of
shares of Common Stock held by them, in all remaining assets of the Corporation
availsble for distribution to its stockholders.

5.3  Series Preferred Stock.
5.3.1 Shaces.

(a) Authorized Shares. The Corporation shall have
authority to issue Five Million Four Hundred Seventy Thousand Five Hundred
Ninety-Five (5,470,595) shares of Series Preferred Stock, of which Ope Million
(1,000,000) shares shall be designated the Series A Preferred Stock, One Million Six
Hundred Fifty One Thousand Forty Six (1,651,046) shares shall be designated the
Scries B Preferred Stock and Two Million Eight Hundred Nineteen Thousand Five
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Hundred Forty-Nine (2,819,549) shares shall be designated as the Series C Preferred
Stock.

(b)  Dividends. The holders of the Serjes Preferred
Stock shall be entitled to receive, out of funds legally available therefor, dividends
(other than dividends paid in additional shares of Common Stock) in prefsrence w0 and
atﬂwsameraﬁeasdividendsarepddwlthmpectbﬂnCommonchk(mﬁng
each share of Series Preferred Stock as being equal to the number of shares of
Common Stock into which each such share of Series Preferred Stock could be
converted pursuant to the provisions of Section 5.3.4 hereof, with such number
detcrmined as of the record date for the determination of holders of Common Stock -
entitled to receive such dividend).

5.3.2 Liquidation, Dissolution or Winding Up.

@ i
Stock. Inthemtofmyﬂqzﬁdlﬁon.diuoluﬂonorwindingupof&e&rpomﬁon.
whether voluntary or involuntary, the Scries A Preferred Stock, the Series B
PrefemdSbckandtheSerieaCPrefemdSmckakonapaﬁtywiﬂxeach
oﬂ:crmdshﬂlnnkpﬁormtbeCommonStockoranyclassotaockmﬁngjunior
%o the Series Preferred Stock. Upon such lquidation, holders of each shate of Serics
PreferredSmakoutstmdingslnllbeenﬁtledwbepdd,outofthemofthe
Corponﬁonwaﬂableﬁordisuihxﬁontomckho&demmdbeforemypaymentshdlbc
madetoﬁnholdersofmyclmofCommonStod:orofmymcknnldngon
uqtﬁdaﬁmjunlorwtheSetiesPrefemdSmck,anamoumincuhequalwthe
orig‘na.lpurchasepﬁeepaidbymchholderforeachsuchshmof&ﬁesPrefened
Stock held (appropriately adjusted for stock splits, stock dividends and the like) plus
any declared but unpaid dividends thereon. If upon any liquidation, dissolution or
WindingupofmoCorponﬁon,ﬂ:easctsmbeﬂadbuwdtotheholdersoftheSeﬂes
Preferred Stock under the foregoing sentence shall be insufficient to permit payment
to such stockholders of the full preferential amounts aforesaid, then all of the assets of
the Corporation available for distribution 1o such holders under such sentence shall be
distributed among the holders of Series Preferred Stock, pro fata in accordance with
the total amount of preference which would have been payablc to such holders if
fundshadbeenavaﬂabletopaytheﬁdlpmfemunderthcpmviousmm. After
such payment shall have been made in full to such holders of Series Preferred Stock,
or funds necessary for such payment shall have been set aside by the Corporation in
tmstforthe-ccomnofsuhholderssouhobctvailableforsmhpayment,the
holders of the outstanding shares of Common Stock and any class of stock ranking
junior to the Series Preferred Stock shall share ratably in the distribution of the

remaining assets and funds of the Corporation available for distribution to
shareholders.

®)  Deemed Liquidations. In the case of (i) a
consolidation or merger of the Corporation (other than a consolidation or merper upon
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consummation of which the holders of voting securities of the Corporation
immediately prior 0 such transaction, continue to own directly or indirectly not less
than a majority of the voting power of the surviving corporation) or a sale of all or
substandally all of the assets of the Corporation or other simflar transaction and

(ii) either receipt by the Corporation of (x) consideration less than the equivalent of
$1.00 per share (appropriately adjusted for stock splits, stock dividends and the like)
of Series A Preferred Stock plus any declared but unpaid dividends, (¥) consideration
less than the equivalent of $3.28 per share (appropriately adjusted for stock splits,
stock dividends and the like) of Series B Preferred Stock plus any declared but unpaid
dividends, or (z) consideration less than the equivalent of $10.64 per share
(appropriately adjusted for stock splits, stock dividends and the like) of Series C
Preferred Stock plus any declared but unpaid dividends, such cvent shall be regarded,
at the option of the holders of a majority of the then outstanding shares of Series
Prefersed Stock, as a liquidation, dissolution or winding up of the affairs of the
Corporation within the meaning of this Section $.3.2.

Notwithstanding the foregoing, each holder of Series
Preferred Stock shall have the right to ¢lect the benefits of the provisions of
Section 5.3.4(h) bereof in lieu of receiving payment in liquidation, dissolution or
winding up of the Corporation pursuant to this Section 5.3.2(b). For purposes of this
Section 5.3.2 and Section $.3.6 hereof, 2 sale of substantially all of the assets of the
Corporationt shall mean (x) the sale or other disposition other than in the ordinary
course of business of more than 50% of such asscts, as determined by reference 10
cither (A) the book value or (B) the [air macket value, of such assets, or (y) any
issuance of Common Stock by the Corporation or transfer of Common Stock by the
holder thereof to any person or persons acting in concert ot a group of affiliated
persons, which issuance or transfer results in such person or persons or group holding
in the aggregate more than 50% of the issued and outstanding Common Stock after
giving effect to such issuance or transfer.

()  Non-Cagh Distributions. In the event of 2
liquidation, dissolution or winding up of the Corporation resulting in the availability
of assets other than cash for distribution to the holders of the Series Preferred Stock,
the holders of the Series Preferred Stock shall be entitled to a distribution of cash
and/or assets equal in value to the liquidation preference and other distribution rights
stated in Section 5.3.2(a) and Section 5.3.2(b) hereof. In the event that such
distribution to the holders of the Series Preferred Stock shall include any assets other
than cash, the following provisions shall govern. The Board of Directors shall first
determinc the value of such assets for such purposz, and shall notify all holders of
shares of Series Preferred Stock of such determination. The value of such assets for
purposes of the distribution uader this Section 5.3.2(c) shall be the value as
determined by tbe Board of Directors in good falth and with due care, unless the
holders of a majority of the outstanding shares of Series Preferred Stock shall object
thereto in writing within 15 days after the date of such notice. In the event of such
objection, the valuation of such assets for purposes of such distribution shall be
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determined by an arbitrator selected by the cbjecting stockholders and the Board of |
Directors, or in the event a single arbitrator cannot be agreed upon within 10 days
after the written objecﬁmmbytheobjmﬁngno&holdmhmdancewizhm
previous sentence, the valuation of such assets shall be determined by arbitration in
which (i) the objecting stockhoklers shall tsune in their notice of objection onc
arbitrator, (ii) the Board of Directors shall name 2 second arbitrator within 15 days
from the receipt of such notice, (1if) the two arbitrators thus selected shall select &
third arbitrator within 15 days thereafter, and (iv) the three arbitrators thus selected
shall determine the valuation of such assets within 15 days thereafter for purposes of
such disuibution by majority vote. The costs of such arvitration shall be borne by the
Corporation or by the holders of the Series Preferred Stock (on a pro rata basis out of
the assets otherwise distributable to them) as follows: (i) if the valuation as
determined by the arbitrators is greater than 95% of the valuation as determined by
the Board of Directors, the holders of the Series Preferred Stock shall pay the costs of
the arbitration, and (ii) otherwisc, the Corporation shall bear the costs of the
arbitration.

5.3.3 Yotiag Richis.

(0  Genpral. Except as otherwise expresaly provided
herein or as required by law, the holder of each share of the Scries Prefecred Stock
shaubeenutmwmonnymnpmudmthoholdenofme&mmon
Stock. Bach share of Series Preforred Stock shall eatitle the holder thereof to such
numherofvotespetshmnulmnequﬂﬂnmberufsharesofComonStockimo
which such share of Series Preferred Stock is convertible in accordance with the
terms of Section 5.3.4 hereof al the record date for the determination of stockholders
enutledtovoteonnehmmror,ifnoreeorddatelsembnsud,ummm
vote js taken or any written consent of stockholders is solicited. Except as otherwise
expressly provided herein (incleding, without limitation, the provigions of
Section 5.3.6 hereof) or as seqmired by law, the holders of shares of Serias Prafarrad
Stocka.ndtheConmonStockslullvotcwgethctasasinglcclassonanymmers
presemed w the holders of e Common Stock.

(®)  Board of Directors.

' ()  Investor Directory. The bolders of the
Series A Preferred Swck shall be eatitied 0 voie as a class seperately from all other
classes of stock of the Corporation in any vote for the election of directors of the
Corporation, and shall be entitled to elect by such class vote two directors (the
“Series A Investor Directors™), one of which Series A Invesior Directors to be
designated by Spectrum Equity Investors, L.P. (“Spectrum™) for so fong as it owns
sharos of Scrics A Prefecred Stock and thereafter by the holders of a msjority of the
issued and outstanding shares of Series A Preferred Stock, and the other to be
designated by New Enterprise Assoclates VI, Limited Parnership or its affilates
(collectively, “NEA VI”) for so long as it owns shares of Series A Preferred Stock
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and thereafter by the holders of a majority of the issued and outstanding shares of
Series A Preferred Stock. The holders of the Series B Preferred Stock shall be
entitled to vote as a class separately from all other classes of stock of the Corporation
in any vote for the election of directors of the Corporation, and shall be entitled to
elect by such class vote one director (the “Serics B Investor Directos™) to be
designated by Grotech Capital Group IV, LLC (“Grotech IV™) for so long as it owns
shares of Series B Preferred Stock and thereafter by the holders of 8 majority of the
issued and outstanding shares of Series B Preferred Siock. The holders of the Series
C Preferred Stockshallbeenﬁﬂedtovoaeasachsssemly from all other classes
of stock of the Corporation in any vote for the election of directors of the
Cotporation, and shall be entitled to elect by such class vote one director (the
“Series C Investor Director™) to be designated by the holders of a majority of the
issued and outstanding shares of Series C Preferred Stock: provided, however, that if
the holders of a majority of the issued and outstanding shares of Series C Preferred
Stock designate for election as the Series C Investor Dirsctor an individual who is not
a partner ormociawofaSeriesCInwswroxanenﬁzyunde:submﬁanyﬂwsame
management as a Series C Investor, such designee shall be elected as a director only
withthevotaofnmajorityot‘theCommonStockDirectorsandlnveseorDirectom,
voting together. Initially, the Series C Investor Director will be designated by
Toroato Dominion Capital (U.S.A.), Inc. In no event shall the Seties C Investor
Direcnorbe(i)apamuoranodaonSmormenﬁtymdersubamﬁanythe
same managemeant as Spectrum fo:solongasSpectmmhasdesignaﬁmrighwunder
this Section 5.5.3(a), (ii) a partner or associate of NEA VI or an entity under
mbmﬁaﬂymememmagemmasNBAVIfouobngasNEAVIhasdesigmﬁon
rights under this Section 5.3.3(a), and (iii) a partoer or associate of Grotech IV or an
entity under subsiantially the same management as Grotech IV for so long as
Grotech IV has designation rights under this Section $.3.3(a).

(i) Common Stock Directors. For so long as
any Series Preferred Stock remains outstanding, the holders of Common Stock shall
beenﬁﬂedwvoteas;chssepametyﬁ'omdlotherclaminanyvm for the

election of directors of the Corporation, and shall be entitled to elect by such class
vote two directors (the “Common Stock Directors”).

(i)  Appointment of Chief Executive

Officer/Officer Director. Upon the termination or resignation of the Chief Executive
Officer of the Corporation, the Corporstion will select and hire a successor Chief
Executive Officer (and any successor thereto) by the affirmative vote of a majority of
the Common Stock Directors, the Series A Investor Directors, the Series B Investor
Director and the Series C Investor Director, voting together. The Chief Executive
Officer (and any replacement or successor Chief Exccutive Officer) as so selected and
hired shall be elected to the Corporation’s Board of Dircctors by the holders of the
Series Preferred Stock and the Common Stock voting togsther as a single class (the
“Officer Director”). David Schaeffer may serve as Chief Executive Officer of the
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Corporation in the discretion of the Board of Directors, but in no eveat shall David
Schaeffer be elected as the Officer Director.

(tv)  Removal of Directors. The removal of
any director of the Corporation shall be as set forth in the Bylaws of the Corporation.

(¢)  Special Voting Rights. The holders of the Series
Preferred Stock shall be entitled to the special voting rights set forth in Section §.3.6
hereof.

5.3.4 Cogversion. The hokders of the Series Preferred Stock
shall have the following conversion rights:

()  Right o Convert. Subject to and in compliance
with the provisions of this Section 5.3.4, any shares of the Seres Preferred Stock
may, at any time or from time to time at the option of the holder, be converted into
fully-paid and non-assessable shares of Common Stock. The number of shares of
Common Stock to which a holder of the Serics Preferred Stock shall be entitled upon
conversion shall be the product obtained by multiplying the Applicable Conversion
Rate (determined as provided in Section 5.3.4(c)) by the number of shares of Series
Preferred Stock being converted.

(b)  Automatic Cogversion.

1¢)) Each share of the Series Preferred Stock
outstanding shall automatically be converted into the number of shares of Common
Stock into which such shares are convertible upon application of the then effective
Applicsble Conversion Rate (determined as provided in Section 5.3.4(c)) immediatcly
upon the closing of an underwritten public offering pursuant to an effective
registration statement under the Securities Act of 1933, as armendad, or under such
other applicable securities regulations covering the offer and sale of capital stock of
the Corporation (other than a registration relating solely to Rule 145 under such Act
(or any successor thereto) or 10 an employee benefit plan of the Corporation)
(i) immediately prior to the consummation of which, the Corporation is valued (based
on the per-share price paid in such public offering, but without regard to any proceeds
hobereceivedbytheCompanyinoonnecﬁonwithmhoffcring) at greater than
$50,000,000, (ii) in which the gross procecds received by the Corporation exceed
$20,000,000, aad (iff) in which the Corporation uses a nationally recognized
underwriter approved by holders of a majority in interest of the Series Preferred
Stock (2 “Qualified Public Offering”).

(i)  Upon the occurrence of an event specified
in Section 5.3.4(b)(i), the outstanding shares of Series Preferred Stock shall be
converted automaticaily without any [urther action by the holders of such shares and
whether or not the certificates representing such shares are surrendered to the
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Corporation or its transfer agent; provided, however, that the Corporation shall not be
obligated to issue certificates evidencing such shares of the Common Stock unless ;
certificates evidencing such shares of the Series Preferred Stock being convertad arc
either delivered to the Corporation or any transfer agent, as hereinafter provided, or
the holder notifies the Corporation or any iransfer agent, as hereinafter provided, that
such cortificates bave been lost, stolen or destroyed and exscutes an agreement
Satisfactory to the Corporation to indemnify the Corporation from any loss incurred
by it in connection therewith.

Upun the ocsurrence of the automatic conversion
of all of the outstanding Series Preferred Stock, the holders of the Series Preferred
Stock shall surrender the certificates representing such shares at the office of the
Corporation or of any toansfer agent for the Common Stack. Thereupon, there shall
be issued and delivered to each such bolder, promptly at such office and in his name
43 shown on such surrendeced cerificate or certificates, a centificate ot certificates for
the number of shares of Common Stock into which the shares of the Series Preferred
Stock surrendercd were convertible on the date on which such antomatic conversion
occurred and cash as provided in Section 5.3.4(k) below in respect of any fraction of
a share of Common Stock issusble upon such automatic conversion.

(¢)  Anplicable Conversion Rate. The conversion rate
in effect at any time for the applicable series of Series Preferred Stock (the
“Applicable Conversion Rate”) shall equal the quotient obtained by dividing $1.00 in
the case of Series A Preferred Stock, $3.28 in the case of Series B Preferred Stock
or $10.64 in thc case of the Series C Preferred Stock by the Applicabic Conversion
Value, calculated as hereinafter provided.

(d)  Annlicable Cogversion Value. The Applicable
Conversion Value in effect initially, and until first adjusted in accordance with
Section 5.3.4(e) or Section 5.3.4(f) hereof, shall be $1.00 in the case of Series A
Preferred Stock, §3.28 in the case of Serics B Preferred Siock and $10.64 in the case
of the Series C Preferred Stock.

] ©

Subdividends and Combinstions of Commeg Stock, Bic.

of the following: (i) the issuance of additional shares of Common Stock of any class
as 2 dividend or other distribution of outstanding Common Stock, (1) the subdivision
ofmnmngm&%mmsmﬁmydmmmamrmburofm
of Common Stock, or (lif) the combination of outstanding shares of Common Stock of
any cla into a smaller number of shares of Common Stock (each an “Extraordinary
Common Stock Event”), the Applicable Conversion Value shall, simultaneously with
the happening of such Cxtraordinary Commeon Stock Event, be adjusted by dividing
the then effective Applicable Conversion Value by a fraction, the numerator of which
shall be the aumber of shares of Common Stock outstanding (excluding weasury
stock) immediately after such Extraordinary Common Stock Bvent and the
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denominator of which shall be the number of shares of Common Stock
(excluding treasury stock) immediately prior to such Extrsordinary Common Stock
Event, and the quotient 30 obtained shall thereafter be the Applicable Conversion

same manner upon the happening of any successive Extraordinary Common Stock
Event or Events.

(®  Adjustments for Dituting Jasues.

@) Except as provided in Section 5.3.4(e)
above or for Excluded Shares (as defined below), if the Corporation skall issue any
additional shares of Common Stock of any class for no consideration or at a price per
share less than the Applicable Conversion Value in effect for each applicable series of
Series Preferred Stockimmediatelypﬁortosuchimmceornle, then in each such
case such Applicable Conversion Value shall be reduced to such lower price.

For purposes of this Section 5.3.4(f), “Excluded
Sham'shaﬂmean(i)shuaimndordcﬁvered&omnuauryorm&opﬁom(and
ﬂmesofcommsmnmeduponthomrdnthaeoﬂmedbythe
Corporation, with the approval of the Board of Directors, to directors, officers,
employm,lmuorconaﬂunaoftheCorponﬂon for up to an aggregate of

CommonStockissuedupontheexercisethemf) issued by the Corporation in
connection with the Corporation’s offering of units, each such unit consisling of
$1,000 principal amount at maturity of Senior Notes due 2008 (the “Notes™) of the
Corporation andwumnnwpurchmslmresofCo:nmnSmck; and (1ii) warrants to
purchase shares of Common Stock (and any shares of Common Stock issued upon the
exercise thereof) issued by the Corporation in connection with the credit facilities
among the Corporation and/or its subsidiaries, its equipment vendors and ccrtain other
senior lenders.

For purposes of this Section 5.3.4(1), if a part or
moftheoonsidenﬁonmcefvedbytheCorponﬂonhcommﬁmwi&meimof
sharesofﬂ:eCommonchkortheismanoeotmyofﬂ:esecuriﬁesducribedbelow
inpan.gnph(‘ﬁ)ofthisSecu‘onS.B.«f)oonsimofptopmy other than cash, such
comidenﬁondnnbedeemedtohavethemvﬂucuhdewmﬁnedbythe
Corporation’s Board of Directors with respect to receipt of such property so Jong as
such determination was made rcasonably and in good faith, and shall othcrwise be
deemed 10 have 2 value equal to ity fair market value.

()  For the purpose of this Section 5.3.4(f),
the issuance of any warrants, options or other subsctiption or purchase rights with
respect to shares of Common Stock of any class and the issuance of any securities
convertible into shares of Common Stock of any class (or the issuance of any
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warrants, options or any rights with respect to such coavertible securities) shall be
deemed an issuance at such time of such Common Stock if the Net Consideration Per
Share which may be received by the Covparstion for such Common Stock (as

paragraph (i) of this Section §.3.4(f) as if such Common Stock were issued at such
Net Consideration Per Share. No adjustment of the Applicable Conversion Value

otigiaal adjustment date, or (y) the Applicable Cunversion Value that would have
resulted from any jssuance of any additional shares of Comman Stock pursuant o
such warraats, options, rights or convertible securities between the original adjustment
date and mich readjustment date. lnthemmmmthetemsofmywmm, options,
other subscription or purchase rights or convertible securities previously issued by the
O)rpumﬁonmdmlpd(wheﬁ:uby&eirtemsorformyotbezxmowuw '
chnptheNethnsideuﬂonPerShuepayable with respect thereto (whether or not
the issuance of such warrants, options, rights or convertible securities originaily gave
ritt 10 an adjustment of the Applicable Conversion Value), the Applicable Conversion
Valueshaﬂberecompuledasofﬂred&ofmchcham, so that the Applicable
Converﬁoquueﬁwdvchmcﬁa&lyupnsuhchmpwbeequdtothe
Applicable Conversion Vahwinetfeetattheﬁmeoftbeinmofthewmws,
options, rights or convertible securities subject to such change, adjusted for the
issuance thereof in accordance with the terms thereof after giving effect to such
change, and with such additional adjustments as would have been made w0 that
Applicable Convecsion Value had the warrants, options, rights or canvertible
securities been issued on such changed terms. For purposes of this paragraph (ii), the
Net Consideration Per Share which may be received by the Corporation shall be
determined as follows:
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(A)  The Net Consideration Per Share
shall mean the amount equal to the total amount of consideration, if any, received by

the. Corporation for the iseuance of such warrants, options, right nr convertible
securities, plus the minimum amount of consideration, if any, payable to the
Curpuration upun exercise or conversion thereof, divided by We aggregule number of
shares of Common Smckthatwouldbeissuedifmmhwarmts, options,
subscriptions, or other purchase rights or convertible securities were exercised or
converted at such net consideration per share.

(B) The Not Consideration Per Share
which may be received by the Corporation shall be determined in each instance as of
the date of issuance of warrants, options, rights or convertible securities without

: givingeffectmmyposdbbfumrepriceadinsmenmormeadjWWhichmy

be applicable with respect to such warrants, options, rights or convertible securities
andwhichmeonﬁnpntuponfunuemm;pmvidodﬁatin tho casc of an
adjusunenttobemadzuarmaltofachange in terms of such warranis, options,
rights or convertibie secunhies, the Net Consideration Per Share siall be determined

(®  Adiusments for Reclassification.
Stock issuable upon the conversion of the Series Preﬁerred&ockshallbechangadinto
the game or diffcrent number of shares of any class or clasees of stock, whetber by
reclassification or otherwise (other than an Extraordinary Common Stock Event, or a
reorganization, merger, consolidation or sale of assets provided for elsewhere in this
Section $.3.4), then and in esch such rvent the.hnldnrofeachshmofSetia
Preferred Stockshaﬂhavetheﬁghtﬂnnafurwmwnmcadmeimothckindmd
amount of shares of stock and vther secusities aud piopetly receivable upon such’
reorganization, reciassification or other change by holders of the number of shares of
CommmStockimowhichnnhshmsofSeriesPnfcmdStwkmizhthwebew
cnnverted immediately prior to such reorganization, reclassification or change. all
subject to further adjustment as provided herein. Without limiting the generality of
the furegoing, the Applicable Conversion Ratc, as defined in this Section $.3.4, in
respect of such other shares or securities so recsivable upon coaversion of shares of
ScﬁesPrefermdSmckshﬂlﬂmuftcrbeadjmd, and shall be subject to further
adjustment from time to time, inamannerandonaermsasmrlyequivalentas

Section 5.3.4, and the rcmaining provisions herein with rospoct to the Common Stock
shanapplyonlﬂ:emsimﬂa:tcmmanysuchmh«uhmorsccuriﬁes.

(t)  Adjustments for Reorganizations. If at any time
or from time to time there shall be a capital reorganization of the Common Stock
(other than a subdivision, combination, reclassification or exchange of shares provided
for elsewhere in this Section 5.3.4) or 2 mezger or consolidation of the Corporation
With or {nw another corporation or the sale of all ur substantially all of the

Corporation’s properties and assets to any other person, then, as a part of and as a
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condition to the effectiveness of such reorganization, merger, consolidation or sale,
hwfulandadeqmteprovisiondlﬂlbemadesoﬂutiflheCorpomﬂonisnotthe
surviving corporation, the Series Preferred Stock shall be converted into preferred
stock of the surviving corporation having equivalent preferences, rights and privileges
exceptthatinlieuofbeingablenoeonvertintosharesofCommonStockoftlw
Corporation or the successor corporation the holders of the Series Preferred Stock
(including any such preferred stock issued upon conversion of the Series Preferred
Stock) shall thereafter be catitled to receive upon conversion of the Series Preferred
Stock (including any such preferred stock issued upon conversion of the Series
Preferred Stock) the pumber of shares of stock or other securities or property of the
Corporation or of the successor corporation resulting from such merger or
consolidation or sale, to which a holder of the number of shares of Common Stock
deliverable upon conversion of the Series Preferred Stock immediately prior to the
capital reorganization, merger, consolidation or sale would have been entitled on such
capital reorganization, merger, consolidation, or sale. In any such case, appropriate
providomshzllbemadzwim:upecttot}wﬁghtsoftheholdersofd:e&ries
Preferred Stock (including any such preferred stock issued upon conversion of the
Secries Preferred Stock) aficr the reorganization, merger, consolidation or sale to the
end that the provisions of this Section 5.3.4 (including, without limitation, provisioas
for adjustment of the Applicable Conversion Value and the gumber of shares
purchasable upon conversion of the Serles Preferred Swock or such preferred stock)
shall thereafter be applicable, as nearly a8 may be, with respect to any shares of
stock, securities or assets to be deliverable thereafter upon the conversion of the

. Series Preferred Stock or such preferred stock.

Bach holder of Series Preferred Stock upon the
occurrence of a capital reorganization, merger or consolidation of the Corporation or
theuhofmorwauyuﬂofiumandpmperﬁa as such events are more
fully set forth in the first paragraph of this Section 5.3.4(h), shall have the option of
electing treatment of his shares of Series Preferred Stock under either this
Section 5.3.4(h) or Section $.3.2(b) hercof, and except as otherwise provided in said
Section 5.3.2(b), notice of which election shall be submitted in writing to the
Corporation at its principal offices no later than 10 days before the effective date of
suchevent,pruvidedthatanywchnoticeshanbceffectiveifgivennotlaterthan
15 days after the date of the Corporation’s notce, pursuant 10 Section 5.3.8, with
respect to such event.

()  Cerificas a5 to Adjustments. In each case of an
adjustment or readjustment of the Applicable Conversion Rate, the Corporation will
promptly furnish each holder of Series Preferred Stock with a certificate, prepared by
the chief financial officer of the Corporation, showing such adjustment or
readjustment, and stating in detail the facts upon which such adjustment or
readjustment is based.
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or ccriificates represeating the shares of Series Preferred Stock being converied, shall
be the “Conversion Date.” As promptly as practicable after the Conversion Date, the
Corpouﬁmshauimumdshandeﬁverbtheholderofﬂ:esharsof&ms :
Preferred Stock being converted, a certificate or certificates in such denominations as
it may request in writing for the mumber of full shares of Common Stock issuable
upon the conversion of such shares of Series Preferred Stock in accordance with the
provisions of this Section 5.3.4 and cash as provided in Section 5.3.4(k) below in
respect of any fraction of a share of Common Siock issuable upont such conversion.

chksbaﬂbeissmbleuponathnvetHonshanbedeemcdmhaWMmethe
holder or holders of record of sharee of Common Stock represented thereby.

would otherwise be issuable upon conversion of Series Preferred Stock, the
Corporation shall pay to the holder of the shares of Sedes Preferred Stock that were
convemdacuhadjtmentinrapectofmhfncﬁoninanmoumequalwtbe
sunefmﬁoaofthemuhtpﬁceperahmofﬂ:eCommonShock(asdetemnnedina

mannzrprescﬁbedingoodfaithbythesoardofDiremr:)atthecloseofbminesson
the Conversion Date.

() Eastial Conversion. In the cvent some but not all
of the shares of Series Preferred Stock represented by a certificate or certificates

surrcodered by 2 holder are coaverted, the Corporation shall execute and deliver to or
on the onder of the holder, attbeexpenseoftheCorpomﬁon, a new certificate
representiog the number of shares of Series Preferred Stock which were not
converted.

{m) Reservalon of Common Swock. The Corporation
shall at all times reserve and keep available out of its authorized but unissued shares
of Common Stock, solely for the purpose of effecting the conversion of the shares of
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the Series Preferred Stock, such number of its shares of Common Stock as shall from
ﬁmetoﬁmebewfﬁcientwefiecnheconversionohnonmandingshmofthe
Series Preferrcd Stock, and if at any time the number of authorized bul unissued
shares of Common Stock shall not be sufficient to effect the conversion of all then
outstanding shares of the Series Preferred Stock, the Corporation shall take such
corporats action as may, in the opinjon of its counsel, be necessary to increase its
authorized but unissued shares of Comman Stock to such number of shares as shall be
sufficient for such purpose.

5.3.5 Redemption.

Stock and Series B Preferred Stock. In the event that there shall not have occurred 2
closing of 2 Qualified Public Offering (as defined in Section 5.3.4(b) hereof) prior to
December 23, 2000, at the election of any holder of shares of Series A Preferred
Stock or any holder of Series B Preferred Stock outstanding as of December 24,
2000, the Corporation shall redeem all (but not part) of the shares of Series A
Preferred Stock and Series B Preferred Stock then held by such holder. Payment of
the Series A Redemption Price (as defined below) to the holders of Series A Preferred
Stock and the Series B Redemption Price (28 defined below) to the holders of shares
of Scries B Preferred Stock, shall be made by the Corporation on January 23, 2001,
for a cash price equal to the original purchass price paid by such holders for each
share of Series A Preferred Stock fnd Series B Preferred Stock outstanding, adjusted
for any stock split, combined consblidation or stock distribution or stock dividends
with respect to such shares (the “Skries A Redemption Price” and the “Series B
Redemption Price,” respectively). On or prior to December 24, 2000, the
Corporation shall give written notice (the “Series A and Series B Redemption
Notice™) by mail, postage prepaid, to the holders of the then outstanding shares of
Series A Preferred Stock and Serids B Preferred Stock at the address of each such
holder appearing on the books of the Corporation or given by such holder to the
Corporation for the purpose of notice. Such notice shal) set forth the Series A
Redemption Price and the Series Bl Redemption Price, as the case may be, and shall
further state that any holder of shires of Series A Preferred Stock or Series B
Preferred Stock who intends to t redemption of its Series A Preferred Stock or
Series B Preferred Stock, respectively, pursuant to this Section 5.3.5(a) must give
written notice to the Corporation of its request for redemption on or before

January 11, 2001. On or after January 11, 2001, each holder of shares of Series A
Prefcrred Stock and Series B Preftrred Stock who requested that such holder’s shares
of Series A Preferred Siock and Series B Preferred Stock be 3o redeemed, shall
surrender the certificate or certificates evidencing such shares to the Corporation. In
the case of any certificate or certificates which have been lost, stolen or destroyed,
the holder of such certificate or cartificates shall make and deliver an affidavit of that
fact to the Corporation without the necessity of giving the Corporation a bond.

Duat:D4:403864.7
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. If after sending the Series A and
Series B Redemption Notice, the Corporation receives requests for redemption on or
prior to January 11, 2001 from the holders of at least sixty-seven percent (67%) of
the Series A Preferred Stock and Series B Preferred Stock taken together, it shall give
written notice by mail, postage prepaid, to the holders of Serics A Preferred Stock
and Series B Preferred Stock that all shares of the Series A Preferred Stock and
Series B Preferred Stock then outstanding will be redeemed on January 23, 2001 (the
“Series A and Series B Redemption Date™) for a per share cash price equal 1o the
Series A Redemption Price and the Series B Redemption Price, as the case may be.
The notice shall further call upon such holders to surrender to the Corporation on or
before the Serics A and Serics B Redemption Date at the place designated in the
notice such holder’s certificate or certificates tepresenting the shares to be redeemed.
On or after the Series A and Series B Redemption Date, each holder of shares of
Series A Preferred Stock and Series B Preferred Stock called for redemption shall
surrender the certificate or cerificates evidencing such shares to the Corporation. In
the case of any certificate or certificates which have been lost, stolen or destroyed,
thcholderot'suchcerﬁﬁcmoreerﬁﬁumshallmnkeanddeliveranafﬁdm’tofthu
fact to the Corporation withoutthcnecessityofgivingtheCoxporaﬁonabond.

(iil') Jptional Redemption of Series er17¢
Stock. In the cvent there shall not have occurred closing of a Public
Offering (as defined in Section 5.3.4(b) hereof) prior to November 3, 2001, at the
election of each holder of shares of Series C Preferred Stock outstanding as of
November 4, 2001, the Corporation shall redeem all (but not part) of the shares of
Series C Preferred Stock then held by such holder. Payment of the applicable
Series C Redemption Price (as defined below) to the holders of Series C Preferred
Stock shall be made by the Corporation on December 3, 2001, for 2 cash price cqual
to the original purchase price paid by such holders for each share of Series C
Preferred Stock outstanding, adjusted for any stock split, combined consolidation or
stockdim'buﬁonoraockdividondswithrupectmmhshuu(the “Series C
Redemption Price™). On or prior to November 4, 2001, the Corporation shall give

~ written notice (the “Series C Redemption Notice™) by mail, postage prepaid, to the

holdersofthe&nenoutstandingd:amofSoﬁesCPnfemdStockattheaddressof
eochmchholderappe&ingonthebooksoftbeCorponﬁonorgivenbysuchholder
to the Corporation for the purpose of notice. The Series C Redemption Notice shall
:etfonhtheSqinCdeempﬁonPﬂcemdshmfmhermthumyholderot
shares of Series C Preferred Stock who intends to request redemption of its Series C
Preferred Swock pursuant to this Section 3.3.5(a) must give written notice to the
Corporaton of its request for redemption on or before November 21, 2001. On or
after December 3, 2001, each holder of shares of Series C Preferred Stock who
requested that such holder’s shares of Series C Preferred Stock be so redeemed, shall
surrender the certificate or certificates evidencing such shares tno the Corporation. In
the case of any certificate or certificates which have been lost, stolen or destroyed,

Doat D84-003864.7
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theholderofmchoerﬁﬁmorccrﬁﬁmsshaﬂmakeanddeliverandﬁdm‘tofthat
factmﬂwCorponﬁonwithoutthcneee&tyofgivingdxCorponﬁonabond.

()  Mandatory Redemption of Series C
Ereferred Stock. ItanersendingtheSerissCRedempﬂdn Notice, the Corporation
receives requests for redemption on or priof to November 21, 2001 from the holders
of at leas sixty-seven percent (§7%) of the Series C Preferred Stock, it shall give
written notice by mail, postage prepaid, to the holders of Series C Preferred Stock
thauusharcsofSedeaCPtefemdSmckﬂtenoumudingwinberedcemedon
December 3, 2001 (the “Serics C Redemption Datc™) for & pe1 shate ashi price eyl
to the Series C Rodemption Price. The notice shall further call upon such holders to
sumMertod;eCorpondononorbefommeSedesCRodempﬁonDueat&ephce
designated in the nntice such holder’s certificate or certificates representing the shares
mbe!edeemedonorafterdxeScdeoCRedemp&onDam,mhholderoflhuesof
Series C Prefonied Stock called for redemption ahall surrcnder the cerificate or
ccrﬁﬁcamevidendngawhshmtomCorponﬁon. In the case of any cemificate
or certificates which have been lost, stolen or destroyed, the holder of such certificate
orurﬁﬁcmsmmnddenvamafﬁdavitofdmfactmthe&mnﬁon
without the necessity of giving the Corporation a bond.

()  Extension of Redemption Dates.
Notwithstanding theforegoin;cuum(i)ﬁuw;h(iv),inmeeventany indebtadness
under the Notes remains outstanding, the bolders of ahares of Series A Preferred
sm,&ﬁuammmm&mcmmsmmwmmeﬁm
to roquire the Corporation to redeem my of such sharcs uatil ninety (90) days after
the later of (x) the date on which such Notesshaﬂbeindefeasiblypaldlnfunand(_y)
the applicable Redemption Date.

®) j ights. From and after the
SerhsAandSeﬁnBMmpﬁonDaeorfhnSﬂimCRedempﬁonDale(ucha
“Redempﬁonvm”).athsaaemtybe.unhutlmeahanhavebmadefmﬂn
payment or tender by the Corporation of the Seties A Redemplion Price agd (be
SeriuBRedempﬁonPriceor&:eSeﬂudeampﬁonPﬁce(exha“Redempﬁon
Pﬁee").uthecuemaybe,mﬁgmsoftbeholdmwuhmpeammmdeemd
shares of the Seriss Preferred Stack (except the right 10 receive the applicable
Redemption Price upon surrender or their certificate) shall cease and such shares shall
not thereafwer be wransfcired on the books of this Corporation or be deemed fo be

outstanding for any purposc whatsoever,

(&> Insuificient Funds. If the funds of the
Corporation legally available for redemption of shares of the Series Preferred Stock
on the applicsble Redemption Date are insufficient to redeem the total number of
shares of Series A Preferred Stock and Series B Preferred Stock or Series C Preferred
Stock, as the case may be, on such Redemption Date, the Corporation will use fis best
efforts to engage in & recapitalization or the sale of its business or businesses to
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generate sufficient funds to redeem all of the shares of the Series A Preferred Stock
andSeﬁesBPmlemdSmckorttheﬁesCPrefenedSaock,uthacanmaybe.
The Corporation shall use those funds which are legally avallable to redeem the
maximum possible number of such shares ratably among the holders of such shares 1o
be redeemed. At any time thereafter when additional funds of the Corporation are
legally available for the redemption of shares of the Series Preferred Stock, such
funds will immediately be used to redeem the balance of the shares which the
Corporation has become obligated to redeem on the applicable Redemption Date but
which it has not redeemed at the applicable Redemption Price. If any shares of the
Series Preferred Stock are not redeemed for the foregoing reason or because the
Corporation otherwise failed 10 pay or tender to pay the aggregate applicable
Redemption Price on all outstanding shares of Series Preferred Stock, all shares which
bave not been redcemed shall remain outstanding and entitled to 21l the rights and
preferences provided berein, and the Corporation shall pay interest on the spplicable
RcdemptionPricetorthemmdemedporﬁonatanagg:egatepermnmnmeequalm
the greater of (i) twelve percent (12%) or (ii) the Base Rate or any similar lending
rate announced from tme to time by The First National Bank of Boston or any
successor entity plus five percent (5%), increased, in cach casc, by onc percent (1%)
at the end of each calendar quarter thereafter. All provisions hereof are hereby
expressly limited so that in no contingency or event whatsoever shall the amount paid
or agreed to be paid to the holders of the Series Preferred Stock exceed the maximum
amount which the holder is permitted to receive under applicable law. If fulfillment
of any provision hereof shall involve exceeding such amount, then the obligation to be
fulfilled shail automatically be reduced to the limit of such maximum amount. As
used herein, the term “applicable law” shall mean the law in effect as of the date
hereof, provided, however, that in the event that there is a change in the law which
results in a higher permissible ratc of interest, then these provisions shall be governed
by such new law as of its effective date.

5.3.6 Restrictions and Limitations. The Corporation shail not
without the affirmative vote or written consent of the holders of a majority of the then

outstanding shares of the Serics Preferred Stock:

() Redeem, purchase or otherwise acquire for value
(or pay into or set aside for a sinking fund for such purpose), any share or shares of
Series Preferred Stock other than pursuant to Section 5.3.5 hereof; .

(i) Redeem, purchase or otherwise acquire for value
(or pay into or set aside for s sinking fund for such purpose) any of the Common
Stock of any class or any other capital stock of the Corporation other than the Seres
Preferred Stock or any of the Corporation’s options, warrants or convertible or
exchangeable securities, except that these provisions will not probibit the Corporation
from repurchasing or redeeming any shares of capital stock from individuals and
entities who have entered into stockholder agreements, stock option agreements,
employment agreements or other similar agreements with the Corporation in each case

Do D84:403854.7




19

approved by a majority of the Series A Investor Directors, Series B Investor Director
and Series C Investor Director under which the Corporation has the option to
repurchase such shares upon the occurrence of certain events, including the
termination of employment and involuntary transfers by operation of law (and their
permitted transferces); provided, however, that any such agreement between such
individual and the Corporation under which the Corporation has such options to
repurchase, must be approved by the affirmative vote or written conseat of the
holders of a majority of the then outstanding Series Preferred Stock before such
agreement is executed by the Corporation;

(i) Authorize or issue, or obligate itself to issue, any
other debt or equity security, other than as provided in that certain Investment and
Stockholder’s Agreement, by and among the Corporation and the Investors named
therein, dated as of October 31, 1997 (the “Investment Agreement”);

(iv) Incresse or decrease (other than by conversioh as
permitied hereby) the total number of authorized shares of Scries Preferred Stock;

(v)  Pay or declars any dividend or distribution on any
of its capital stock;

(vi) Authorize any merger, consolidation of the
Corporation with or into any other company or eatity, or authorize the reorganization
or sale of the Corporation or the sale of substantially all of the assets of the
Corporation;

(vii) Amend the charter documents of the Corporation
or amend the Bylaws of the Corporation in any manner that adversely affects the
preferences, powers, rights or privileges of the holders of Series Preferred Stock;

(vili) Authorize any reclasgification or recapitalization
of the outstanding capital stock of the Corporation;

(ix) Approve the annual operating budget of the
Corporation;

(x) Chmgethecomposiﬁonorcompensaﬁoﬂof
management of the Corporation except as provided in the Investment Agreement; or

(xi) Incur, create, assume, become or be liable in any
manner with respect t0, or permit to exist, any new or additional indebtedness or
liability in excess of $50,000, except as provided in the Investment Agreement.

5.3.7 No Raissuance of Serics Preferred Stock. No share or
shares of the Series Preferred Stock acquired by the Corporation by reasoa of

Docd-D84:403884.7




5.3.8 Notices of Record Date. In the event (i) the Corporation
establishes a record date to determine the holders of any class of securities who are

entitled to receive any dividend or other distribution, or (ii) there occurs any capital
reorganization of the Corporation, any reclassification or recapitalization of the capita]
stock of the Corporation, any merger or consolidation of the Corporation, or any
transfer of all or substantially all of the assets of the Cotporation w0 any other
company, or any other entity or person, or any voluntary or involuntary dissolution,
liquidation or winding up of the Corporation, the Corporation shall mait to each
holder of Series Prefenedsmckahmzoday:pdortothereeordduespeciﬁed

on which any such reorganization, reclassification, transfer, consolidation, merger,
dissolution, liquidation or winding up is expected to become effective, and (c) the
time, if any, that is to be fixed, as to when the holders of record of Common Stock
(or other securitics) shall be entitled 10 exchange theéir shares of Common Stock (or
other securities) for securities or other property deliverable upon such reorganization,
reclassification, transfer, consolidation, merger, dissolution, liquidation or winding
up.

5.3.9 Other Rights. Bxcept as otherwise provided in this
AmengledmdkmuwdCerﬁﬁweoflnmrpouﬁonghuesofeachnﬁuoftheSeﬁes
Prefened&ockmddmuotCommonSmkmubeidenﬁcdinmm(each
shareofSeﬁuPrefemdchkhavingequivalentﬁghuwthznumberofshuuof
Common Stock into which it is then convertible), shall have the same powers,
preferences and rights, without preference of any such class or share over any other
suchdmorlhare,md:hﬂlbotrmdasaungleclassofmforallpuxpom.

5.3.10 Ragking. Each series:of Series Preferred Stock shall
rank on a parity with the other series of Series Prefprred Stock as w the distribution
of assets oo liquidation, dissolution and winding upof the Corporation. The Series
Preferred chkshanmktenio:totheCommonSlgockntoﬂ)edism‘bmionofamts
on liquidation, dissolution and winding up of the Corporation.

5.3.11 Miscellapeous.

(a)  All notices referred to hersin shall be in Wwriting,
and all notices bereunder shall be deemed to have been given, upon the eaclier of
delivery thereof by hand delivery, by courier, or by standard form of
telecommunication, addressed: (i) if to the Corporation, 10 its principal executive

Do Die:408854. 7
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office (Attention: President) and to the transfer agent, if any, for the Series Preferred
StockorotherageMoftheCorpomﬁondeslm&daspcrmmedherebyor(ﬂ)ifm
myholderofmSeﬁesPrefemdSmkorCommonSmck.uthecasemybe,w
such holder at the address of such holder as listed in the stock record books of the
Corporation (which may intlude the records of any transfer agent for the Series
Preferred Stock or Common Stock, as the case may be) or (iii) to such other address

as the Corporation or any such holder, as the case may be, shall have designated by
notice similarly given.

()  The Corporation shall pay any and all stock
transfer and documentary stamp taxes that may be payable in respect of any issuance
or delivery of shares of Series Preferred Stock or shares of Common Stock or other
securities issued on account of Series Preferred Stock pursuant hereto or certificates
rcpresenting such shares or securities. The Corporation shall not, however, be
required to pay any such tax which may be payable in respect of any transfer involved
in the issuance or delivery of shares of Series Preferred Stock or Common Stock or
other securities in a name other than that in which the shares of Series Prefcerred
Stock with respect to which such shares or other securities are issued or delivered
were registered, or in respect of any payment to any person with respect to any such
shares or securities other than a payment to the registered holder thereof, and shall
not be required to make any such issuance, delivery or payment uniess and until the
person otherwise entitled to such issuance, delivery or payment has paid to the
Corporation the amount of any such tax or has established, to the satisfaction of the
Corporation, that such tax has been paid or is not payable.

()  The Corporation may appoint, and from time to
time discharge and change, a transfer agent of the Series Preferred Stock. Upon any
swch appointment or discharge of a tranafer agent, the Corporation shall send notice
thereof by hand delivery, by courier, by standard form of telecommumication or by

first class mail (postage prepaid), to each holder of record of the Series Preferred
Stock.

5.4  Suabject to the provisions of this Amended and Restated
Certificate of Incorporation and except as otherwise provided by law, the stock of the
Corporation, regardless of class, may be issued for sach consideration and for such
corporate purposes as the Board of Direclors may from time to time determine.

6. ompromise. AIBNgen \ization.
compromise or arrangement is proposed between this Corporation and its creditors or
any class of them and/or between this Corporation and its stockholders or aay class of
them, any court of equitable jurisdiction within the State of Delaware may, on the
application in a summary way of this Corporation or of any creditor or stockholder
thereof or on the application of any receiver or receivers appointed for this
Corporation under the provisions of Section 291 of the General Corporation Law or
on the application of trustees in dissolution or of any receiver or receivers appointed

Dec”DE4:403864.7



for this Corporation under the provisions of Section 279 of General Corporation Law
order 2 meeting of the creditors or class of creditors, and/or of the stockholders or
class of stockholders of this Corporation, as the case may be, to be summoned in such
manner as the said court directs. If a majority in number representing three-fourths
in value of the creditors or class of creditors, and/or of the stockholders or class of
stockholders of this Corporation, as the case may be, agree 10 any compromise or
arrangement and to any reorganization of this Corporation as a consequence of such
compromise or arrangement, the said compromise or arrangement and the asid
reorganization shall, if sanctioned by the court to which the said application has been
made, be binding on all the creditors or class of creditors, and/or on all stockholders
or clase of stockholders of this Corporation, as the case may be, and also on this
Corporation.

7. Limitation of Lisbility. No director of the Corporation shall be
personally liable to the Corporation or its stockholders for monetary damages for
breach of fiduciary duty as a director, except for lability (a) for any breach of the
director’s duty of loyalty to the Corporation or its stockholders, ®) for acts or
omissionsnotingoodfdthmwhichinvolveinmﬁonﬂmimtductornkmwing
violaﬁonoflaw,(c)mderSecﬁonl%ofmcGenenlComonﬁonI.awor(d)forany
ransaction from which the director derived any improper personal benefits. If the
Gcmm@mnﬁmuwhbmrmmdwmmoﬁamwﬁonfunher
eﬁmjmﬁngornmiﬂngthepemmlnabﬂityotdim.thenthﬂabmwofa
director of the Corporation shall be eliminated or limited to the fullest extent
permitted by the General Corporation Law, as s0 amended.

Any repeal or modification of the foregoing paragraph by the
Ml&rsofh@mﬁm@llm@crﬂyaﬁedmyd@orpm&c&onof&
director of the Corporation existing at the time of such repeal or modification.

8.  Indemnification.

. 81  Indempity Undertaking. To the extent not prohibited by
law, the Corporation shall indemnify any person (an "Eligible Person™) who is or was
made, or threatened to be made, a party to any threatened, pending or completed
action, suit or proceeding (3 “Proceeding™), whether civil, criminal, administrative or
investigative, including, without limitation, an action by or in the right of the
Corporadion 10 procure a judgment in its favor, by reason of the fact that such person,
or a person of whom such person is the legal representative, is or was a Director or
officer of the Corporation, or, while a Director or officer of the Corporation, is or
was gerving, at the request of the Corporation, as a director or officer of any other
corporation or in & capacity with comparable authority or responsibilitics for any
parinership, joint venture, trust, employee benefit plan or other enterprise (an “Other
Entity”), against judgments, fines, penalies, excisc taxcs, amounts paid in settlement
and costs, charges and expenses (including atorneys’ fees, disbursements and other
charges).

Doof: B4 403064, 7
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8.2  Pavyment of Bxpenses. The Corporation shall, from time
1o time pay to an Eligible Person the funds necessary for payment of expenses,

including attorncys’ foes and disbursements, incurred by or on bebalf of such Eligible
Pemninconmﬁonwithanmeceeding,asmchexpensesminwnedinadvmce
oftheﬁwdispoduonofmrmedng;m,hmﬂm, if required by
the General Corporation Law, such expenses incurred by or on behalf of such Eligible
Person may be paid in advance of the final disposition of a Proceeding only upon
receipt by the Corporation of an undertaking, by or on behalf of such Eligible Person,
o repay any such amount so advanced il it shall ultimatcly be determined by fina]
jumaudeciﬁonﬁomwmmerebnufunherrightofuypealuwwchmigible
Person is not entitled 1o be indemnified for such expenses.

8.3  Certain Exclusions. Section 8.1 and 8.2 shall not inclnde
any Proceeding commenced by any Eligible Person without the advance approval of
the Board of Directors.

8.4 Rinding Effect. The provisions of this Section 8 shall be
a contract between tha Corparation, on the ope hand, and each Eligible Person, on the
other hand, pursuant to which the Corporation and each such Eligible Person intend to
be, and shall be, lcgally bound. No repeal or modification of this Scction 8 shall
 affect any rights or obligations with respect to any state of facts then or theretofore
existing or any proceeding therstofore or thereafier brought or threatened based in
whole or in part upon say such state of facts.

8.5  Procedyral Rights. The rights to indemnification and
payment of expenses provided by, or granted pursuant to, this Section 8 shall be
enforcesble by ap Eligible Person entitled to such indemnification or payment of
cxpénses in any court of competent jurisdiction. The burden of proving that such
indemnification or payment of expenses is not appropriate shall be op the
Corporation. Neither the faflure of the Corporation (including the disinterested
Directors on its Board of Directors, a cormmittee of such disinterested Directors, the
Corporation’s independent legal counsel and its stockholders) to have made a
determination prior to the commencement of such action that such indemnification or
payment of expenses is proper in the circumstances, nor an actoal determination by
the Corporation (including the disinterested Tirectars on ik Board of Directors, 1
committee of such disinteresied Directors, the Corporation’s independent legal counsel
and its stockholders) that such persun is ot eatitied to such indemnification or
payment of expenses shall constitute a defense to the action or create a presumption
that such person is not 50 entitled. Notwithstanding anything to the contrary in
Section 8.3, such Eligible Perron shall also be indemnified for any expenses incurred
in connection with successfully establishing his or her right © such indemnification or
payment of cxpeuses, in whole or in part, in any such proceeding.

8.6  Service Decmed at Corporation’s Request. Any Director
or officer of the Corporation serving (a) as a director or officer of another corporation
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of which & majority of the shares entitled to vote in the election of its directors is

beld, directly or indirectly, by the Corparation or (b) any employee benefit plan of
the Carporation ar any comoration referred to in clause (a) shall be deemed to be

doing 50 at the request of the Corporation.

8.7 M&m.z\nypemenﬁdedmbe
indemniﬁedortopaymentofcxpemesasamaaerotrightpnmnntwthisSecﬁons
may elect 1 have the right to indemnification or payment of expenses interpreted on
the basis of the applicable law in effect at the time of the occurrence of the event or
mnﬁ;ivingdnwﬂwnppﬁcablowng.tothoommpomﬂmdbth,oron
ﬂtbesisofthetpplicablehwlneﬁectatﬂmﬁmeumhindemniﬁcaﬁonorpaymmt
of expenses is sought. Such ejection shall be made, by a notice in writing to the
Corporation, at the time indemnification or payment of expenses is sought; provided,
mmﬁmmhmﬂceis:jvm,thedmmhdemniﬂuﬁmorpamof
cxpcascs shall bo determined by the law in effect at the time indemnification or
piyment of expenses is sought.

8.8 Rights Not Exclusive. The rights to indemnification and
xﬁmbummtoradmmemofcxpemprwihdhy,orgmmdpumamw,ﬂﬁs
&cﬁmSMa«h&mﬂuﬂdwofmo&rxﬁgh&hwhﬂammﬁng_
indemnification or reimbursement or advancement of expenses may have or hereafter
be entitled under any stanute, this Restated Cestificate of luviporation, the By-laws,
any agreement, any vote of stockholders or disinterested Directors or otherwise, both
as to action in his or her official capacity and as to action in enother capacity while
holding such office.

8.9 Coatinuation of Denafits. The rights to indemnification
and:dmburumentoradvmmemofupompmﬁdedby,orgrmedpumtm,
this Section 8 shall continue as to a person who has ceased to be a Director or officer
(or other parann indemnified hereunder) and shall inure to the benefit of the
executors, administrators, legatees and distributees of such person.

8.10 [nmurance. The Corporation shall have power to
purchase and maintain insurance on behalt of any person who is or was a director,
officar, employee or agent of the Corporation, or is 0r was serving at the request of
the Corporation s a director, officer, employee or agent of an Other Entity, against
any liability asscrtcd against such person and incurred by such person in any such
capacity, or arising out of such person’s status as such, whether or not the
Corporation would have the power 10 indemnify such person agains such liability
under the provisions of this Section 8 or under Scction 145 of the General
Cotporation Law or any other provision of law.

9, Directors. This Section is inserted for the management of the
business and for the conduct of the uflaits of the Corporation and it is expressly



providedthatitisinmndedmbeinfuﬂhermceotudnotinlimitaﬁonormhﬁon
of the powers conferred by applicable law.

9.1 n erms of Office of Board o
Directors. The business of the Corporation shall managed by a Board of Directors
consisting of not less than three or more than 15 members. The exact number of
directomwithhthemininnmmdmaximumﬁmmﬂonupedﬂedinthepmeding
semanmshallheﬁxsdﬁomﬁmetoﬂmebyruoluﬁonzdopmdbyamajoﬁtyofthe
entinBoudofDireczouﬂnnhofﬁce,whuherornotpmatamﬁng.
Disectors nced not be stockhalders of the Corporation. The directors shall be divided
imod\reeclassesofappmﬁmatelyequa.lsizewlththemmofotﬂeeofthefn'stclass
wexpixeatthcﬁmamnalmeeungofmuowmorme@rpomﬁonmnfouowdng
ﬂxeendoftheCoxporaﬁon’sﬁwdyearendingDecemberSI,1998,thetenno£ofﬂce
of the second class to expire at the first annual meeting of stockholders of the
CorponﬁonuxtfouowhgthemdofthnCorponﬁon'sﬁndymmdingDmmber
31,1999mdthebmofofﬁeeo£thzﬁﬁrdcl:swe:pirenmeamuﬂmaeﬁngof
stockholders of the Corporation nex: following the ead of the Corporation’s fiscal
year eading December 31, 2000. At each annual meeting of stockholders folowing
such initial election as specified above, directors elected to succeed those directors
whose terms expize shall be elected foc a term of office to expire at the third
succeeding ammual meeting of stockholders after their election.

1 G

Notwithstanding the foregoing, whenever, pursuznt to the
provisions of Section 5.1 of this Amended and Restated Certificate of Incorporation,
the holders of any one or more series of Preferred Stock shall have the right, voting
separately as a series or together with holders of other such series, 10 elect Directors
at an anaual or special meedng of stockholders, the election, term of office, flling of
vacancies and other features of such dircctorships shall be governed by the terms of
this Amended and Restated Certificate of Incorporation and any certificate of
designations applicahle thereto.

During say period whon the holders of any seties of Preferred
Stock have the right to elect additional Directors as provided for or fixed pursuant to
thep:vvidomofth'mAmendodudReMCerﬁﬁcateoﬂncorponﬁonorany
certificate of designation related thereto, then upon commencement and for the
duration of the period during which such right continues: (i) the then otherwise total
suthurized aumber of Dircctors of the Corporation shall automatically be increased by
such specified number of Directors, and the holders of such Preferrsd Stock shall be
entitled to elect the additional Directors 80 provided for or fixed pussuant w said
provisions, and (ii) each such additional Director shall serve unti] such Director’s
successor shail have been duly elected and qualified, or until such Director’s right to
hold such offics erminates pursuant to said provisions, whichaver accurs earlier,
subject to such Director’s earlier death, disqualification, resignation or removal.
Except as otherwise provided by the Board in (e reaulutiou o1 resolutions establishing
such series, whenever the holders of any series of Preferred Stock having such right
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welectaddidomlmrectomaredivmedofmchdghtpumumtotheprwisionsof
mdxnock,ﬂ:emmaofofﬁceotmswhaddiﬁmﬂmmndecwdbymeholders
ofmchstod:.orelemdbﬁnmyvaundesresu]ﬁngfmmd)edeaﬂx,resignaﬁon,
disqualification or removal of such additional Directors, shall forthwith terminate and
ﬂnetonlmdmtboﬁudnumberofmrecmsofﬁwCorpomﬁonshaubereduced
accordingly.

9.2 Tenure. Notwithmndinganyprovisiomtothcoonmry
contained herein, (1) each director shall hold office until his or her successor is
clected and qualified, or uniil the earlier of such director's death, resignation or
removal and (ii) the term of any director who is also an officer of the Corporation
shﬂlmrnﬁmifheoraheceuestobeanofﬁwoftheCorponﬁou.

theﬁghuoftheholdemofanynﬁesof?reiermd&od:menoumding,uwly
mamddmwpnunﬁng&mmymhmeauthoﬂzednmberofdimm
oranyvmciesh:thznoudofbirecmmremungfmmdath.nﬁgnaﬂon,
mﬁmmem.diaquaﬂﬂuﬁon,movdﬁomoﬂiceorothercmchaﬂbeﬁlhdbya
majoﬁtywteofﬂ\eremainingdimmnthmhomeeanhwghlecthmaquom,or
by a sole remaining director and directors so chosen shall hold office for a term
expiring at the annual meeting of stockholders at which the term of the class to which
ﬁwyhtvebeenelmdeapimor,inmhcae,mﬁltbdrmpecﬁwsuemmm
duly elected and qualified. Nodectweinﬂ\enumberofdimtorsconsdmdngmc
Board of Directors shall shorten the term of any incumbent director. When any
director shall give notice of resignation effective ai a future date, the Board of
Dimmamyﬂnnnhvmnqmubeﬁeawmmmnmm
effective. IntbeeventofavmcyintheBoardofDirecton,mremaining
Dimcwm,exceptaotbenvisepmvidodbth,mayexerdseﬂxepowersotthefun
Board of Directors until the vacancy is filled.

94 Removal of Direclon. Any one or more or all of the
di:ectommayberemoved.atanydme.butonlyforaunbythemckholdershwing

atlm:majodtyinvodngpownofthemmdmdouutmdingshmofagim
stock of the Corporation.

10.  Action by Stockholders. Notwithstanding the provisions of
Section 228 of the General Corporation Law (or any successor statute), any action
required or permitted by the General Corporation Law to be taken at any annual or
special meeting of stockholdars of the Corporation may be taken only at such an
annual or special mesting of stockholders and cannot be taken by written consent
without 2 meeting. At any annual meeting or speclal meeting of stockbolders of the
Corporation, only such business shall be conducted as shall have been brought before
such meeting in the manner provided by the By-laws.



IN WITNESS WREREOF, the undersigeed has eascuted this Restated
Certifiestion of Tncorporation this }Q¢hday of Asgust, 1998.

*e TOTAL PAGE.28 »x
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Certificate of Authority to Transact Business as a Foreign Corporation




Secretary of State
Corporations Section
James K. Polk Building, Suite 1800
Nashville, Tennessee 37243-0306
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PO BOX 120598

NASHVILLE, TN 37212
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NASHVILLE, TN 37212

1, RILEY C DARNELL, SECRETARY OF STATE OF THE STATE OF TENNESSEE DO HEREBY CERLIRY THAYT

INC."

WAS LNCORPORATED OR QUALIFLIED TO DO BUSINESS IN THE STATE OF TENNESSEE ON 1HK

ABOVE DAYE, AND THAYL 1HE ATTA
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TOTAL PAYMENT' RECEIVED: $lge.v0

RECEIPT NUMBER: 00002548702
ACCOUNT NUMBER: ©0000499

e o

RILEY C. DARNELL
SECRETARY OF STATE



EXHIBIT C

Technical and Managerial Qualifications



DESCRIPTION OF PATHNET'S
MANAGERIAL AND TECHNICAL RESOURCES

Pathnet is a carrier's carrier providing high quality, low-cost, digital
telecommunications capacity to under-served and second- and third-tier U.S. markets.
Using an integrated strategy, Pathnet is building its digital network employing both
wireless and fiber-optic technologies. Pathnet's digital network provides:

¢ Low Cost: Pathnet gives carriers a low-cost access option.

» High Quality: The network is designed and engineered to deliver greater than
99.999% network reliability on any individual path with an average bit error rate
of no greater than 107>,

* National Network: Pathnet currently has 2,100 route miles of completed network,
4,600 route miles of network under construction and 7,800 route miles of network
under commitment.

e Unique Rights-of-Way: Strong affiliations with owners of telecommunications
assets provide Pathnet's unique route paths.

e Access to New Markets: Provides under-served and second- and third-tier markets
with a robust digital infrastructure enhancing capacity for telecommunications
services.

Founded in 1995, Pathnet's wireless network evolved out of a FCC regulatory action
that required hundreds of private microwave network operators to reconfigure their
networks by relocating to a different part of the spectrum. Pathnet partnered with owners
of telecommunications assets, including utility, pipeline and railroad companies, to
upgrade and aggregate existing infrastructure to a state-of-the-art SONET network.

Due to demand and opportunity, Pathnet recently expanded the scope of its initial
business strategy to include fiber. The company continues to rely on its traditional
partnering approach for rights-of-way throughout the U.S. By broadening these
partnering arrangements to include fiber, Pathnet is able to offer customized builds to
service providers. Pathnet's fiber product line delivers bandwidth services, as well as dark
or dim fiber to customers requiring dedicated network services in under-served and
second- and third-tier markets. Pathnet offers telecommunications service to inter-
exchange carriers, local exchange carriers, Internet service providers, Regional Bell
Operating Companies, cellular operators and resellers.

Applicant's Management Team:

Richard A. Jalkut, President and Chief Executive Officer: Richard Jalkut has
over 30 years experience in the telecommunications industry, most recently as President
and Group Executive of NYNEX Telecommunications, where he oversaw a team of more
than 60,000 employees and more than $12 billion in revenue. Mr. Jalkut began his career
in 1966 at New England Telephone and served in a variety of positions, including
Executive Vice President and Chief Operating Officer. In 1990, Mr. Jalkut was named
Executive Vice President and Chief Operating Officer of New York Telephone Co., Inc.,




the predecessor to NYNEX Telecommunications Group. He was appointed President and
Chief Executive Officer in 1991. In 1995, Mr. Jalkut assumed responsibility for the entire
NYNEX Telecommunications Group where he served as President and Group Executive.
He retired from NYNEX in August 1997. Mr. Jalkut holds a B.A. in Political Science
and Economics from Boston College.

James M. Craig, Executive Vice President, Chief Financial Officer and
Treasurer: James Craig brings 22 years of accounting and finance experience to Pathnet
with 15 years specifically in the telecommunications industry. Formerly the Senior
Director of Treasury Management for Omnipoint Communications, Mr. Craig was
responsible for corporate planning and forecasting. He also served as a point of contact
for investment banks, sell-side analysts and rating agencies. Prior to that, Mr. Craig
assisted in the launch of two start-up telecommunications companies, UniSite and
National Telecom PCS, Inc. As part of his role with UniSite, he established regional and
national alliances between UniSite and telecommunications tower owners. Mr. Craig also
spent a total of 11 years with MCI, holding positions such as Director of Wireless
Communications, Director of Corporate Development, Director of Telecommunications
Group Planning and Director of Corporate Treasury Group. Mr. Craig received his
undergraduate degree from the State University of New York at Buffalo and a Masters
degree from the Northwestern University School of Management.

Robert A. Rouse, Executive Vice President, President of Network Services:
Robert Rouse joins Pathnet with over 30 years experience in the telecommunications
industry. Prior to Pathnet, Mr. Rouse was Executive Vice President of Intermedia
responsible for network services, engineering and systems. Prior to that, he spent over 10
years with MCI - the last three as Senior Vice President of Network Services for
MCY/Concert. In this position, he was responsible for integrating the network and product
functionality between MCI and British Telecom as well as building global networks.
Before joining MCI in 1986, Mr. Rouse spent a total of 17 years with Frontier where he
was involved in a series of their unregulated start-up business ventures, including a key
role in developing Frontier's long distance company. Mr. Rouse received a B.A. in
History from the University of Rochester.

William R. Smedberg V, Executive Vice President of Corporate
Development: William Smedberg joined Pathnet as a consultant in 1996 and was named
Vice President, Finance and Corporate Development in January 1997. Before Pathnet,
Mr. Smedberg served in various financial planning positions at the James River
Corporation of Virginia, Inc., for nine years. In particular, he served as Director, Strategic
Planning and Corporate Development for Jamont, a European consumer products joint
venture among Nokia Oy, Montedison S.p.A. and James River, where he was responsible
for Jamont's corporate finance, strategic planning and corporate development. Earlier,
Mr. Smedberg worked in the defense industry as a consultant and engineer for TRW, Inc.
Mr. Smedberg received both a B.S. and M.B.A. from the University of Virginia.




Shawn F. O'Donnell, Senior Vice President of Engineering and Construction:
Shawn O'Donnell joined Pathnet with more than 14 years of engineering experience
within the telecommunications industry. Prior to joining the Pathnet team, Mr. O'Donnell
served as Director of Transmissions and Facility Standards and Engineering with MCI
WorldCom. In his position as Director, he was in charge of a 340+ person team that was
responsible for overall transmission and facility engineering for local, long distance and
Internet networks. He also held a variety of other positions, including Senior Manager of
Transmission Engineering Implementation and Senior Manager of Switched Network
Planning. Before that, Mr. O'Donnell was a Control Engineer with Potomac Edison.
While there, he was responsible for the management of communications networks
associated with high voltage control systems. Mr. O’Donnell holds a B.S. in Electrical
Engineering from Pennsylvania State University and a M.S. in Electrical Engineering
from Virginia Polytechnic and State University.

Gerry Sharp, Vice President and Chief Technology Officer: Gerry Sharp
brings to Pathnet over 18 years of telecommunications experience, most recently as
Senior Director of Architecture and Strategic Planning with Intermedia Communications.
Prior to Intermedia, Mr. Sharp worked with Bell South.net, the State of Florida Division
of Communications and USWest. While at Intermedia, Mr. Sharp worked with VOIP
implementation and provided design direction for both VPN and IP Internet services. In
his prior positions, he also developed a strategic transport service model using DSL,
ATM and fiber-based solutions to reduce access cost via common UNE access and
shared LATA aggregation, and designed dedicated Internet access links to integrated
ATM, voice and data services. Mr. Sharp received his undergraduate degree in Electrical
Engineering from Metropolitan State College in Denver, Colorado.

Chuck Liggett, Senior Vice President and Chief Marketing Officer: Chuck
Liggett comes to Pathnet from Concert Global Communications as its Vice President
Portfolio Development and Strategy. In his position with Global Communications, Mr.
Liggett was responsible for Concert's next generation programs. His team defined
Concert's convergent voice and data portfolio and the infrastructure over which those
services would be delivered and was responsible for defining in-country access strategies
and migration to electronic web based customer care. Additionally, Mr. Liggett
represented Concert in British Telecom deliberations regarding business and technology
strategy and was heavily involved in planning for the global venture with AT&T. During
his tenure at Concert, he also held the positions of Director of Broadband Services
Marketing and Senior Manager of Data and Value Added Services Marketing. Prior to
Concert, Mr. Liggett was employed by BT Tymnet/BT North America where he held the
position of Northeast Regional Sales Manager. Mr. Liggett holds an undergraduate
degree from Dartmouth College and an M.B.A. in Finance from New York University.

Michael A. Lubin, Vice President, General Counsel and Secretary: Michael
Lubin has served as Vice President, General Counsel and Secretary of Pathnet since its
inception. Before joining Pathnet, Mr. Lubin was an attorney-at-law at Michael A. Lubin,
P.C., a law firm he founded in 1985. Mr. Lubin has experience in telecommunications
matters, copyright and intellectual property matters, corporate and commercial law,
construction claims adjudication and trial work. Earlier, he served as a Federal Prosecutor




with the Fraud Section, Criminal Division, United States Department of Justice. Mr.
Lubin received his undergraduate degree from Lafayette College and his J.D. from the
University of Miami School of Law.

Robert C. Ferry, Chief Information Officer: Robert Ferry brings to Pathnet
over 16 years of telecommunications, technology and corporate development experience.
Formerly the Chief Technology Officer for Sector Communications, he set the technical
direction for two European-based subsidiaries (telecommunications services and systems
management software), managed the local area network and data communications
systems, and oversaw the North American marketing and sales efforts. Prior to Sector,
Mr. Ferry founded and was President of the technology consulting firm, Insight
Information, and served as Director of Information Systems for Temps & Co. Mr. Ferry
was educated at Purdue University in West Lafayette, Indiana.

William E. Cotta, Vice President of Operations: William Cotta has over 25
years experience in the telecommunications industry in the areas of network operations,
customer service support, billing system operations, network construction and
engineering. Prior to joining Pathnet, Mr. Cotta was Vice President and General Manager
at Nynex where he managed a 2,500 person business unit with responsibilities for
business and residential service operations, construction, engineering as well as business
unit profitability. Mr. Cotta holds a B.S. in Electrical Engineering and an M.B.A. from
Northeastern University.

Joseph A. Mastrogiorgio, Vice President of Marketing: Joseph Mastrogiorgio
is a 19-year telecommunications industry veteran who comes to Pathnet after 10 years at
MCI in sales and marketing. At MCI, he served as Managing Director of Enterprise
Solutions for MCI Systemhouse and directed business development activities for new
product solutions, leveraging MCI and Systemhouse core capabilities. Prior to working
with Systemhouse, he was Director of Channel Management for MCI's Integrated
Services Division and responsible for managed data network sales. Mr. Mastrogiorgio
received a B.A. from Stonehill College and an M.B.A. from Fordham University.

Michael R. Van Zetta, Vice President of Sales: Michael Van Zetta joined
Pathnet with over 19 years of sales and marketing experience in communications and the
media technologies industry. Before joining Pathnet, Mr. Van Zetta was Regional Vice
President of Carrier Sales at Frontier Corporation, Vice President of Sales for Winstar
and Comsat, and Director of Sales and National Accounts Marketing at MCL. Mr. Van
Zetta's media, long distance, wireless and data experience helps Pathnet fill the market
demand for SONET-based wireless solutions. Mr. Van Zetta holds a B.S. in Engineering
from the United States Military Academy and an M.B.A. from the University of Dallas.

Tara L. Quinnette, Director of Human Resources: Tara Quinnette has 10
years experience in human resources and operations in the communications industry.
Before joining Pathnet, Ms. Quinnette was Director of Human Resources at CNN-
Washington, DC and Operations Manager for Potomac Televisions Services, Inc. at
CNN. A Certified Professional in Human Resources (PHR), she has a broad range of




experience in line management, employee/labor relations, training development, benefits
and payroll administration. Ms. Quinnette received her undergraduate degree from
Indiana University-Bloomington.

Applicant's Technical Resources:

Pathnet is engineering its network for maximum system reliability by using only
the best system components and incorporating the latest technological standards.
Applicant's network is designed and engineered to achieve greater than 99.999% network
reliability on any individual path with an average bit error rate of no greater than 107
and conforms to the most stringent industry standards. All of Applicant's vendor partners
have passed Pathnet's stringent quality threshold requirements. Applicant's two primary
vendors are Lucent Technologies and NEC.

Lucent Technologies TrueWave® RS Fiber
Application Based Fiber Design for Long Distance, High Bit Rate Systems

Lucent Technologies TrueWave® RS (reduced slope) single optical fiber with
reduced dispersion slope is the industry's first nonzero-dispersion fiber (NZDF) designed
specifically for long distance, high bit rate systems supporting the maximum number of
channels operating in both the third and fourth wavelength windows. Today's optically
amplified dense wavelength division multiplexing (DWDM) systems operate in the 1530
to 1620 nm window while emerging systems are also likely to utilize the 1565 to 1620
nm window.

The low dispersion slope of TrueWave RS fiber allows both today's and emerging
systems to take maximum advantage of the intrinsic capacity of fiber by supporting the
largest number of channels in each wavelength band over very long distances.

With TrueWave RS Fiber, Lucent Technologies continues its technology innovation
Wave that began with the patented and award winning TrueWave fiber. Specifically,
TrueWave RS fiber is unique from other nonzero-dispersion fibers by having:

¢ Lowest dispersion slope across the third and fourth windows

» Half the dispersion variation of large area NZDF's

* Best performance for long distance systems with large numbers of channels

These characteristics translate into greater information capacity for the network.
When installing for today's network, you need fiber that can optimally operate with
transmission systems available today and those being demonstrated in research
laboratories. Lucent Technologies has demonstrated 1000 Gb/s transmission on
TrueWave fiber using wavelengths up to 1620 nm.

TrueWave® is a registered trademark of Lucent T echnologies Inc.




NEC 2000 Series SONET Digital Microwave Radios

NEC's 2000 Series SONET digital microwave radios have a unique
implementation of a protection scheme which provides the most capacity available in the
smallest amount of space. Commonly referred to as 1xN, this protection scheme utilizes
one RF channel to back-up multiple operational channels. NEC's implementation of this
protection scheme provides one protection channel for seven operational channels in just
two bays of equipment. One radio bay only occupies a 23" x 12" footprint. Each
operational channel carries an OC-3 signal, or the equivalent of 2,016 simultaneous voice
channels. In a 1x7 configuration, this translates to 14,112 simultaneous voice channels.

Another feature that attracted Pathnet to the NEC 2000 Series is its unique cross
polarization interference canceller (XPIC) feature. Through proprietary engineering
advancements, NEC's digital microwave radio provides greater cross polarization
discrimination, allowing for the transmission of two OC-3 signals on the same frequency
pair by using opposite polarities. Now, instead of being limited to seven RF channels
carrying one OC-3 per channel in the 6GHz band, NEC's radios provide up to 14 OC-3s,
doubling capacity in an already small space.

e SONET/SDH platform
Greater than 99.999% path reliability, Bellcore Industry Standard
More cost effective than fiber in certain target markets
1xN protection creating maximum availability and survivability
Modular system, allowing for easy upgrades and maintenance while providing
multiple OC-3 RF channels in one standard bay
e Each node, which is typically 25 miles apart, is capable of drop/insert

multiplexing
» Both frequency and space diversity is incorporated into the network

* The network platform is designed for maximum flexibility for voice, data and
video services

Network Operations Center

Once a network is operational, Pathnet's 24-hour, 7-day-a week Network
Operations Center (NOC) begins monitoring each route. The installed
surveillance and alarm system ensures the equipment operates with maximum
reliability.

¢ Single point of contact with technical service consultant

* Tier 2 technical support utilizing co-located equipment lab

e Tier 3 technical help desk

* Both fault and performance analysis positions staffed in the NOC

e Proactive customer notification and network events




TMN Compliant Element Management System
Redundant Data Telemetry Network

e Monitored from NOC

e Frame relay/Cisco routers
NOC supported by dedicated onsite backup generator

Disaster Recovery NOC established




EXHIBIT D

SEC Form 10-K
(Dec. 31, 1998)




UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
FORM 10-K

_ [XI ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, [998.
OR ,

[_] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE
- SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File No. 333-53467

Pathnet, Inc. )

i (Exact name of registrant as specified in its charter)

Delaware 52-1941838
(State or other jurisdiction of (I.R.S. Employer
_ incorporation or organization) [dentification No.)

1015 31st Street, N.W.
Washington, DC 20007
- {Address of principal executive offices) (Zip Code)

(202) 625-7284
(Registrant's telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:
None

Securities registered pursuant to Section 12(g) of the Act:
None

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of

1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such
filing requirements for the past 90 days.

Yes[X] No{]
As of March 12, 1999 there were 2,903,324 shares of the Issuer's common stock. par value S.01 per share, outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

None




[tem 1
[tem 2
Item 3
Item 4

[tem 5

Item 6
[tem 7

Item 7A

[tem 8
[tem 9

[tem 10
Item 11
[tem 12

[tem 13

[tem 14

Signatures

TABLE OF CONTENTS

PART I
Business
Properties
Legal Proceedings
Submussion of Matters to a Vote of Security Holders

PART II

Market for Registrant’s Common Equity and Related
Stockholder Matters

Selected Consolidated Financial Data

Management's Discussion and Analysis of Financial
Condition and Results of Operations

Quantitative and Qualitative Disclosures about Market Risk
Financial Statements and Supplementary Data

Changes in and Disagreements with Accountants on
Accounting and Financial Disclosure

PART III
Directors and Executive Officers of the Registrant
Executive Compensation
Security Ownership of Certain Beneficial Owners and
Management
Certain Relationships and Related Transactions

PART IV

Exhibits, Financial Statement Schedules and Reports on Form 8-K

Index to Financial Statements

Page

O D 00

[t
1

12

31
3

31

39

41

45

48



Certain statements in this Report. in future filings by the Company with the Secunities and Exchange Commussion. in the Compuny's
press releases and in oral statements made by or with the approval of an authorized executive officer of the Company consutute
forward-looking statements, including statements which can be identified by the use of forward-looking terminology such as
"believes,” "anticipates.” “expects.” "may.” "will.” or "should" or the negative of such terminology or other variations on such
terminology or comparable terminology. or by discussions of strategies that involve risks and uncertainties. All statements other than
statements of historical facts in this Report, including, without limitation, such statements under the caption "Management's Discussion
and Analysis of Financial Condition and Results of Operations,” regarding the Company or any of the transactions described in this
Report or the timing, financing, strategies and effects of such transaction, are forward-looking statements. Although the Company
believes that the expectations reflected in such forward-looking statements are reasonable, it can give no assurance that such
expectations will prove to be correct. [mportant factors that could cause actual results to differ materially from expectations include,
without limitation, those described in conjunction with the forward-looking statements in this Report, as well as the amount of capital
needed to deploy the Company's network: the Company's substantial leverage and its need to service its indebtedness: the restrictions
imposed by the Company's current and possible future financing arrangements; the ability of the Company to successfully manage the
cost-effective and timely completion of its network and its ability to attract and retain customers for its products and services: the
ability of the Company to impiement its newly expanded business plan; the ability of the Company to retain and attract relationships
with the incumbent owners of the telecommunications assets with which the Company expects to build its network: the ability of the
Company to obtain and maintain rights-of-way for the deployment of its network: the Company's ability to retain and attract key
management and other personnel as well as the Company's ability to manage the rapid expansion of its business and operations: the
Company's ability to compete in the highly competitive telecommunications industry in terms of price, service, rehiability and
technology: the Company's dependence on the reliability of its network equipment, its reliance on key suppliers of network equipment
and the risk that its technology will become obsolete or otherwise not economically viable: and the Company's ability to conduct 1ts
business in a regulated environment. See "Management's Discussion and Analysis of Financial Condition and Results of Operations -
Risk Factors." The Company does not intend to update these forward-looking statements.

PART
ITEM 1. BUSINESS

THE COMPANY

Pathnet, Inc. ("Pathnet” or the "Company") was founded in 1995 and is a leading "carrier's carrier” providing high-quality, low-cost, digital
telecommunications capacity to under-served and second- and third-tier U.S. markets. The Company's strategy is to partner with owners of
telecommunications assets, including utility, pipeline and railroad companies (“Incumbents”), to upgrade and aggregate existing infrastructure to a
state-of-the-art SONET network. The Company currently has approximately 2,000 route miles of completed network, approximately 5,000 route
miles of network under construction and approximately 10,000 route miles of network under contract. The Company originally focused its network
development efforts on wireless telecommunications technology.



Howeser. as a result of customer demand and market opportunity, the Company expanded the scope of its existing wireless network business strategy
in February 1999 to include fiber optic technology as part of the Company’s overall digital telecommunications network. As a result, the Company 1s
no longer limiting the development of its strategic network relationships to incumbents with wireless assets. The Company's expanded product line
will enable it to deliver high bandwidth services as well as dark and dim fiber to inter-exchange carriers ("IXCs"), local exchange carriers, Intemet
service providers ("ISPs"), Regional Bell Operating Companies ("RBOCs"), cellular operators and resellers (collectively. "Telecom Service
Providers”). The bandwidth and dark and dim fiber available on selected routes resulting from deployment of Pathnet's integrated network 1s intended
to enable these Telecom Service Providers to (i) deliver advanced services to areas that are currently under-served by digital networks. (1) aggregate
traffic from cities in second- and third-tier markets and (iii) obtain dedicated network services in such markets. In addition, upon obtaning the
requisite rghts-of-way and other required permits and licenses. the Company will be able to offer customized builds to such Telecom Service
Providers.

The Company has held meetings with over 300 potential strategic partners who own telecommunications assets. As of December 31. 1998, nine
of these entities have entered into ten binding agreements relating to the initial design and construction of approximately 10.000 route mules of digital
network. Eight of these binding agreements are long-term Fixed Point Microwave Services Agreements ("FPM Agreements”) with affiliates of
Burlington Northern Santa Fe Railroad, Enron, ldaho Power Company, Northeast Missouri Electric Cooperative, Northern Indiana Public Service
Company. Texaco and with two affiliates of KN Energy. The ninth agreement is a binding term sheet with American Tower Corporation, which
controls certain telecommunications assets including certain assets divested by CSX Railroad, ARCO Pipeline and MCI WorldCom, Inc. ("MCI") to
enable the Company to utilize tower assets and other facilities. The tenth agreement is a tower lease agreement with Titan Towers. [n addition to
deploying its wireless and fiber network to serve under-served and second- and third-tier markets by forming long-term relationships with strategic
partners, the Company may pursue opportunities to acquire or deploy complementary telecommunications assets or technologies and to serve other
markets. See "Risk Factors -- Risks of Completing the Company's Network; Market Acceptance.”

PRODUCTS AND SERVICES

The Company offers dedicated private line access for voice, data and video transmission in DS-1, DS-3 and OC-3 increments on the wireless
portion of its network and will offer larger increments of dedicated private line access on the fiber portion of its network. In addition to bandwidth
services, the Company plans to offer dark and dim fiber to customers. Management believes this flexibility together with the scope of the Company's
integrated wireless and fiber network will appeal to a broad variety of customers.

The Company also offers telecommunications project management, provisioning services and other customer services. The Company expects to
employ a state-of-the-art operating support system capable of supporting on-line order entry and remote circuit provisioning. The Company also
expects to employ information systems that permit customers to monitor network quality using benchmarks such as network uptime, mean time to
repair, installation intervals, timeliness of billing and network operating center ("NOC") responsiveness. The Company expects that its state-of-the-
art "NOC" will permit pro-



1

active service monitoring and system management on a 24 hours per day, seven days per week basis. The Company expects to combine network
management, billing and customer care on an integrated platform to offer its customers a single point of contact.

DEVELOPMENT OF THE COMPANY'S NETWORK

The Company is in various stages of evaluating and negotiating several agreements and arrangements relating to the deployment of its network
including, but not limited to, agreements to obtain rights-of-way, co-development and other partnering arrangements. There can be no assurance,
however, that any of such potential relationships will result in binding agreements or that any of the transactions currently being evaluated will be
consummated. See "Risk Factors-- Risks of Completing the Company's Network; Market Acceptance.”

EQUIPMENT SUPPLY AGREEMENTS

Pursuant to a Master Agreement entered into by the Company and NEC America. Inc. and it affiliates ("NEC") on August 8. 1997, as amended,
the Company agreed to purchase from NEC by December 31, 2002 a total of $200 million worth of certain equipment. services and licensed software
to be used by the Company in its network under pricing and payment terms that the Company believes are favorable based on the prices of
comparable products in other markets. However, in the event the Company fails to purchase all of such equipment, NEC has reserved the night to
withdraw such favorable pricing levels. NEC warrants the equipment against defects for three years and has agreed promptly to repair or replace
defective equipment. NEC will also maintain for the Company's benefit, a stock of critical spare parts for up to 15 years. The Company's agreement
with NEC provides for fixed prices during the first three years of its term. In addition, pursuant to a Purchase Agreement between Andrew
Corporation ("Andrew") and the Company, the Company agreed exclusively to recommend to the Incumbents certain products manufactured by
Andrew and Andrew agreed to sell such products to Incumbents and the Company for a three-year period, renewable for two additional one-year
periods at the option of the Company. The Company's agreement with Andrew generally provides for discounted pricing based on projected order
volume.

Pursuant to a supply agreement entered into by the Company and Lucent Technologies (“Lucent”) on December 18, 1998, the Company agreed that
Lucent would be the Company’s exclusive supplier of fiber optic cable for its nationwide, voice and data network. The agreement is initially valued at
$440 million and could grow up to $2.1 billion over the life of the seven-year agreement. As part of the supply agreement, Lucent will provide a
broad level of support, including fiber optic equipment, network planning and design and technical and marketing support. Certain material terms of
the Company's agreements with Lucent are currently under review by Lucent and the Company. There can be no assurance that the transactions
contemplated by this supply agreement will be consummated or consummated on the terms and conditions described above. Lucent has also agreed
to provide equipment financing in connection with this supply agreement. See "Management's Discussion and Analysis of Financial Condition and
Results of Operations - Liquidity and Capital Resources” and "Risk Factors - Reliance on Lucent - Lucent Agreements.”
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INTELLECTUAL PROPERTY

The Company uses the name "Pathnet” as its primary business name and service mark and has registered that name with the United States Patent
and Trademark Office. On February 26, 1998, the Company filed an application to register its service mark "A NETWORK OF OPPORTUNITIES”
in the United States Patent and Trademark Office for communications services, namely establishing and operating a network through the use of fiber
optic and high capacity digital radio equipment. Registration of such service mark is expected by the end of 1999. The Company reasonably believes
that the application will mature to registration, but there can be no assurance that such registration will actually be issued.

The Company relies upon a combination of licenses, confidentiality agreements and other contractual covenants to establish and protect its
technology and other intellectual property rights. These rights are critical to certain aspects of the design, deployment and operation of the Company's
network. The Company currently has no patents or patent applications pending. There can be no assurance that the steps taken by the Company wiil
be adequate to prevent misappropriation of its technology or other intellectual property. In addition. the Company depends on the use of intellectual
property of others, including the hardware and software used to construct, operate and maintain its network. Although the Company believes that its
business as currently conducted does not infringe on the valid proprietary rights of others, there can be no assurance that third parties will not assert
infringement claims against the Company or that, in the event of an unfavorable ruling on such claim, a license or similar agreement to utlize
technology relied upon by the Company in the conduct of its business will be available to the Company on reasonable terms. The Company's
equipment supply contracts with Lucent, NEC and Andrew provide for indemnification by the supplier to the Company for intellectual property
infringement claims regarding the suppliers’ equipment. In the case of the agreement with Andrew, however, such indemnification is limited to the
purchase price paid for the particular equipment.

CUSTOMERS AND SALES AND MARKETING STRATEGY

The Company primarily targets Telecom Service Providers as well as smaller carriers and large end-users. The Company's marketing focus is to
(i) offer capacity to fill gaps in its customers’ networks, including dedicated network through the sale of dark fiber: (ii) provide alternative capacity to
incumbent local exchange carriers ("ILECs"), and (iii) capture demand from Telecom Service Providers for the Company's products. including
bandwidth services, as a lower cost provider. The Company markets its network to major IXCs such as AT&T Corp. ("AT&T"), MCI and Sprint
Corporation ("Sprint") to satisfy their expanding network requirements. The Company expects that it will be well positioned to provide capacity to
meet demand in diverse geographic areas.

The Company believes there will be significant opportunities to market its capacity to RBOCs when they commence long distance service outside of
their current service areas. The Company also plans to market the Company's network to RBOCs or other ILECs for use within their own service
areas. The Company believes ILECs will be attracted to the Company's ability to provide supplemental capacity on a leased basis, permitting them
to conserve capital and providing a low-cost redundancy alternative. The Company believes its network will allow RBOCs and ILECs to focus on
larger cities while providing small communities within their service areas with broadband connectivity.
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The Company expects that mobtle wireless operators will be attracted to the Company's ability to provide back haul capacity from remote network
sites that connect its mobile switches with backbone transport capacity. The Company also intends to market its capacity to competitive access
providers and competitive local exchange carriers ("CLECs") who can utilize the Company's network to interconnect various service areas on an
intra-LATA and inter-LATA basis. Additionally the Company will market capacity to ISPs to facilitate the creation of additional points of presence
("POPs") for local dial-up connectivity to the ISPs' customer base, thereby eliminating the [SPs’ dependence on [XCs for capacity.

As of December 31. 1998, the Company was providing commercial telecommunications service to three customers with several additional
customers awaiting installation. As the Company continues to deploy its nationwide network and expand its products and services to include dark and
dim fiber as well as high bandwidth services, the Company expects that its customer base will materially grow. Although the Company currently
derives some revenue from the sale of bandwidth services, the majority of the Company's revenues to date have been derived from construction
management and advisory services. For a statement of the Company's revenue and operating results for each of the three years ended December 3 1.
1998, 1997 and 1996, see "Consolidated Statement of Operations.”

COMPETITION

The telecommunications industry is highly competitive. In particular, price competition in the carrier's carrier market has generally been intense and
is expected to increase. The Company competes and expects to compete with numerous competitors who have substantially greater financial and
technical resources, long-standing relationships with their customers and potential to subsidize competitive services from less competitive service
revenues and from federal universal service subsidies. Such competitors may be operators of existing or newly deployed wireline or wireless
telecommunications networks. The Company will also face intense competition due to an increased supply of telecommunications capacity. the
effects of deregulation and the development of new technologies, including technologies that will increase the capacity of existing networks,

The Company anticipates that prices for its carrier's carrier services will continue to decline over the next several years. The Company is aware that
certain long distance carriers are expanding their capacity and believes that other long distance carriers, as well as potential new entrants to the
industry, are constructing new long distance transmission networks in the United States. If industry capacity expansion results in capacity that
exceeds overall demand along the Company's routes, severe additional pricing pressure could develop. As a result the Company could face dramatic
and substantial price reductions. Such pricing pressure could have a material adverse effect on the business, financial condition and results of
operations of the Company. See "Risk Factors Competition; Pricing Pressures.”

While the Company generally will not compete with Telecom Service Providers for end-user customers, the Company may compete, on certain
routes, as a carrier's carrier with long distance carriers such as AT&T, MCI and Sprint and operators of fiber optic systems such as IXC
Communications, inc., The Williams Companies Inc., Qwest Communications International Inc. and Level 3 Communications Inc., who would
otherwise be the Company's customers in under-served and second- and third-tier markets. The Company will also face competition increasingly in
the long haul market from local exchange carriers, regional network providers, resellers, satellite carriers, public utilities and cable companies. In
particular, certain [LECs and CLECs are allowed to provide inter-LATA long distance
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services. Furthermore, RBOCs will be allowed to provide inter-LATA long distance services within their regions after meeting certain regulatory
requirements intended to foster opportunities for local telephone competition. Certain RBOCs have requested regulatory approval to provide inter-
LATA data services within their regions. The RBOCs already have extensive fiber optic cable, switching, and other network facilities in their
respective regions that can be used for long distance services after a waiting period. In addition, other new compeutors may build additional fiber
capacity in the geographic areas served and to be served by the Company. See "Risk Factors --Competition: Pricing Pressures.”

Furthermore, although the Company believes its strategy will provide it with a cost advantage, there can be no assurance that technologicai
developments will not result in competitors achieving even greater cost efficiency and therefore a competitive advantage. See "Risk Factors -- Risk
of Rapid Technological Changes.”

A continuing trend toward business combinations and strategic ailiances in the telecommunications industry may create stronger competitors to the
Company, as the resulting firms and alliances are likely to have significant technological, marketing and financing resources greater than those
available to the Company. See "Risk Factors -- Competition; Pricing Pressures.”

EMPLOYEES

As of December 31, 1998, the Company had 144 employees, none of whom was represented by a union or covered by a collective bargaining
agreement. The Company believes that its relationship with its employees is good. In connection with the construction and maintenance of its
network and the conduct of its other operations, the Company uses third party contractors, some of whose employees may be represented by unions
or covered by collective bargaining agreements.

ITEM 2. PROPERTIES

As part of its network, the Company holds leasehold interests or licenses in the land, towers, shelters and other facilities located at each
Incumbent's sites at which the Company has an agreement and will have indefeasible rights to use, leasehold and other real estate interests pursuant
to its agreements with independent tower companies owners of rights-of-way and other owners of telecommunications assets. The Company expects
to lease, license and obtain additional real estate rights to additional facilities from Incumbents, owners of rights-of-way and other owners of
telecommunications assets in connection with the planned expansion of its digital network.

The Company leases its corporate headquarters space in Washington, D.C. from 6715 Kenilworth Avenue General Partnership, a general partership
of which David Schaeffer, a director of the Company, is General Partner (the "Kenilworth Partnership"), pursuant to a Lease Agreement between the
Company and the Kenilworth Partnership, dated as of August 9, 1997 (the "Headquarters Lease"). The Headquarters Lease expires on August 31,
1999 and can be renewed at the option of the Company for two additional one-year periods on the same terms and conditions. See "Certain
Relationships and Related Transactions--Lease from the Kenilworth Partnership.” The Company also leases office space in Richardson, Texas:
Lewiston, Texas; and [ndependence, Kansas pursuant to leases that expire in 2003, 2001 and 2000, respectively.

The Company believes that all of its properties are well maintained.



ITEM 3. LEGAL PROCEEDINGS

Other than licensing and other regulatory proceedings described under "Risk Factors--Regulation,” the Company is not currently a party to any legal
proceedings, which. individually or in the aggregate, the Company believes will have a material adverse effect on the Company's financial condition,
results of operations and cash flows.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

During the fourth quarter of the fiscal year covered by this Annual Report on Form 10-K. the Company held a special meeting of the Stockholders
on October 20. 1998. At such meeting, the following matters were approved by holders of the Company's common stock, par value S.01 per share
{the "Common Stock"). Series A Convertible Preferred Stock, Series B Convertible Preferred Stock and Series C Convertible Preferred Stock

(cotlectively the "Stockholders") voting together as a single class, by the votes indicated below:

(1) Approval of several agreements and arrangements made in the ordinary course of the Company's business: For 17,115.081 Against: 0
Abstain: 1.651,992.

(ity  Approval of the hiring certain new employees: For 17,115,081 Against: 0 Abstain: 1.651,992.

On December 2, 1998, the Company held a special meeting of the Stockholders where the following matters were approved by
the Stockholders, voting together as a single class, by the votes indicated below:

(i)  Approval of a loan agreement with KN Energy: For 14,671,900, Against: O, Abstain: 4,095,173.

(ii)  Approval of a three-way transaction with KN Energy, American Tower Corporation and the Company. For 14,671,900, Against: 0.
Abstain: 4,095,173.

(iti) Approval of a Tower Lease Agreement with Titan Towers. For 11,771,900, Against: 2,900,000, Abstain: 4,095,173.
(iv)  Approval of a fleet leasing arrangement for automobile rentals. For 14,671,900, Against: 0, Abstain: 4,095,173.
(v)  Approval of the grant of stock option awards to certain employees of the Company. For 14,399,344, Against: 0, Abstain: 4,367,729.

(vi) Approval of certain amendments to the Company's Certificate of Incorporation and Amended and Restated Bylaws of the
Corporation. For 11,499,344, Against:2,900,000, Abstain: 4,367,729. See Exhibits 3.1 and 3.2 attached to this Report.

On December 7, 1998, the Company solicited written consents from the holders of its Series A Convertible Preferred Stock, Series
B Convertible Preferred Stock and Series C Convertible Preferred
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Stock (collectively. the "Preferred Stockholders”) to (i) approve certain authorized signatories for the transfer and withdrawal of the Company's tunds
and (i) to approve the payment of an invoice for legal services. Effective December 7, 1998, the Company received wnitten consents approving such
proposals from Preferred Stockholders representing 10,720,610 votes with Preferred Stockholders representing 5,144,105 votes abstaining.

On December 18, 1998, the Company solicited written consents from the Preferred Stockholders to approve the supply agreement between the
Company and Lucent and retated Commitment Letter by and between the Company and Lucent signed on December 14, 1998 (the "Commitment
Letter") setting forth the proposed terms of equipment financing by Lucent. See "Business -- Equipment Supply Agreements.” Effective December
18, 1998, the Company reccived written consents approving such proposals from Preferred Stockholders representing 13.309.853 votes with
Preferred Stockholders representing 2,554,862 votes abstaining.
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PART it
ITEMS. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

The Company has authorized 60.000,000 shares of Common Stock for which there is no established public trading market. As of March 12. 1999,
there were 3 record holders of the Company's Common Stock. As of December 31, 1998, stock option awards to purchase 2,885.883 shares of
Common Stock were outstanding.

Pathnet has not paid any cash dividends on its Common Stock in the past and does not anticipate paying any cash dividends on its Common Stock in
the foreseeable future. Further, the terms of the Indenture by and between the Company and The Bank of New York, dated April 8, 1998 (the
"[ndenture”) relating to the Company's 12 1/4% Senior Notes due 2008 restrict the ability of the Company to pay dividends on the Common Stock, as
described in Management's Discussion and Analysis of Financial Condition and Results of Operations, as well as in Note 11 to the Company's
Financial Statements included in [tem 14 elsewhere in this Annual Report on Form 10-K.

ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The following consolidated balance sheet data as of December 31, 1997 and 1998 and statement of operations data for the twelve months ended
December 31. 1996, 1997 and 1998 and the period August 25, 1995 (date of inception) to December 31, 1998, have been derived from the
Company's financial statements and the notes thereto, included elsewhere in this Annual Report on Form 10-K, which have been audited by
PricewaterhouseCoopers LLP, independent accountants, as stated in their report included herein. Such summary statement of operations and balance
sheet data should be read in conjunction with such audited financial statements and the notes thereto and "Management's Discussion and Analysis of
Financiai Condition and Results of Operations.” The following consolidated balance sheet data as of December 31, 1995 and 1996 and statements of
operations data for the period August 25, 1995 (date of inception) to December 31, 1998 have been derived from the Company's audited financial
statements which are not included in this Annual Report on Form 10-K, which have been audited by PricewaterhouseCoopers LLP.
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Period from Period from

August 25, 1995 August 25,1993
(date of (date of
Inception) to inception) 1o
Decemnber 3 1. Year Ended December 31. December 31,
1993 1996 1997 1998 1998

Statement ot Operation Data:

REVENMUE ..ottt $-- $1.000 $162.500 $1.583.539 S1.747.039
Operating expenses:

COSTOE FEVENUE .. oviviiiei e -- - - 7.547.620 7.547.620
Selling. general and admimistrative.... 429.087 1.333.294 4.247.101 9.615.867 15.625.349
Depreciation EXPENSE ........coveerverirererireirerenneereeneas e 352 9.024 46.642 732813 788831
Total operating eXpenses ... 429.439 1.342.318 4.293.743 17.896.300 21.961.800
Net operaling l0SS ... (429.439) (1.341.318) (4.131.243) (16.312.761) (22.214.761
INterest eXPense (2)....cocooiv oo -- (415.357) -- (32.572.454) (32937811
INIETEST INCOME ..ottt ettt s 2613 13.040 159.343 13.940.240 14.115.236
Write otf of initial public otfering costs - -- - (1.354.334) (1334539
Other income (EXPENSe). NEl......c..cuiiviiinioien e - - (5.500) 2913 {2.387)
NETOSS oottt et es e S$(426.826) $1,743.633) $(3.977.400) $(36.296,596) $(42.444 457)
Basic and diluted loss per common share ... 0.15 0.60 137 §(12.51 $(14.63)
Weighted average number of common

shares outStaNding ..o 2,900,000 2,900,000 2,900,000 2,902,029 2,900,605
Balance Sheet Data:

Cash. cash equivalents and marketable

securities (excluding marketable

securities pledged as collateral)............cocooeeiiiicionininene $82.973 $2.318.037 $7.831.384 $227.117.417

Property and equipment, net... 8551 46,180 7.207.094 47971.336

TOtal @SSELS ..o s 91,524 2365912 16,097.688 365.414.129

Total Habilities .......ccocoveriiiiiiiicc e 17.350 145,016 5.892918 366.492.370

Convertible preferred stock 500,000 4,008,367 15.969.641 35.969.639

Stockholders’ equity (deficit).......cooreieiiciic e $(425.826) $(1.787.471) $(5.764.871) (37.047.880)

(a)  The 1996 expense relates to the beneficial conversion feature of a loan at December 31, 1996.

ITEM7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

OVERVIEW

The Company is a leading carrier's carrier providing high-quality, low-cost, digital telecommunications capacity to under-served and second- and
third-tier U.S. markets.

The Company's business commenced on August 25, 1995 and has been funded primarily through equity investments by the Company's stockholders
and a private placement (the "Debt Offering”) in April 1998 of 350,000 units (the "Units"), consisting of 12 1/4% Senior Notes (the "Restricted
Notes") and warrants (the "Warrants") to purchase shares of Common Stock. On October 2, 1998, the Company completed an exchange (the

"Exchange Offer") of all outstanding Restricted Notes for $350,000,000 aggregate principal amount of 12 1/4% Senior Notes due 2008 which have
been registered under the
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Securities Act of 1933, us amended (the "Registered Notes”). The Restricted Notes and the Registered Notes are collectively referred 1o herein as the
“Senior Notes.”

Due to Pathnet's focus to date on developing its network, the majority of its revenues reflect certain consulting and project management services in
connection with the design. development and construction of digital microwave infrastructure. The remaining portion of 1ts revenues has resulted
from the sale of bandwidth services along its network. The Company has also been engaged tn the acquisition of telecommunications network
equipment, the development of operating systems. the design and construction of the NOC, capital raising and the hiring of management and other
key personnel. The Company has experienced significant operating and net losses and negative operating cash flow to date and expects to continue to
experience operating and net losses and negative operating cash flow until such time as it is able to generate revenue sufficient to cover its operating
expenses. See "Risk Factors - Substantial Leverage; Ability to Service Debt; Restrictive Covenants.”

NETWORK-RELATED COSTS

The limited incremental cost of operating and maintaining the wireless portion of Pathnet's network, as well as the financial support of Incumbents
who will be responsible for a significant portion of such operating and maintenance costs, are expected to enable the Company to enjoy operating
leverage with respect to the wireless portion of Pathnet's network. The Company expects to maintain similar operating leverage with respect to the
fiber portion of its network through the use of co-development and partnering arrangements, however, there can be no assurance that the Company
will be able to achieve these operating efficiencies through the use of these arrangements. The Company's primary network operating costs are
expected to be the costs of maintenance, provisioning of new circuits, interconnection and operation of the NOC. See "Risk Factors - Risks of
Completing the Company's Network; Market Acceptance; Risks Related to Expansion in Strategy; Need to Obtain and Maintain Rights of Way:
Risks Relating to [nterconnection.”

COST OF OPERATIONS

Pathnet will incur costs common to all telecommunications providers, including customer service and technical support, information systems,
billing and collections, general management and overhead expenses. As a facilities-based carrier's carrier, the Company will differ from non-
facilities-based Telecom Service Providers in the scope and complexity of systems supporting its business and network. The Company anticipates
that the vast majority of its customers will be Telecom Service Providers purchasing wholesale private line transport capacity across mulitiple
portions of the Company's network. As such, the Company believes that it will be able to maintain a relatively low ratio of overhead expenses to
revenues compared to other Telecom Service Providers.

Sales and Marketing Costs. To attract and retain customers for the Company's digital network, the Company has built a sales team that includes a
direct national accounts sales force, a regional sales force and a sales force dedicated to alternate channels. In addition, the Company is assembling a
centralized marketing organization to focus on product development, market analysis and pricing strategies, as well as customer communications,
public relations, and branding.

Admimstration Costs. The Company's general and administrative costs will include expenses typical of other telecommunications service
providers, including infrastructure costs, customer care,
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Billing. corporate administration. and human resources. The Company expects that these costs will grow significantly as it expands operations. See
“Risk Factors - Significant Capital Requirements; Uncertainty of Additional Financing.”

DEPRECIATION AND AMORTIZATION

Depreciation of the completed communications network commences when the network equipment is ready for its intended use and is computed using
the straight-line method with estimated useful lives of network assets ranging between three to ten years. Depreciation of the office and computer
equipment and furniture and fixtures is computed using the straight-line method. generally over three to five years. based upon estimated useful lives.
commencing when the assets are available for service. Leasehold improvements are amortized over the lesser of the useful lives of the assets or the
lease term. Expenditures for maintenance and repairs are expensed as incurred.

CAPITAL EXPENDITURES

The Company's principal capital requirements for deployment of its wireless nerwork include the costs of tower enhancement, site preparation
work, base digital wireless equipment and incremental digital wireless equipment. The Company's goal is to leverage the assets of [ncumbents to (1)
reduce the capital costs associated with developing long haul, digital network capacity as compared 1o so-called "green field" network expansion and
(1) improve the Company's speed to market due to the elimination of site preparation activities, including local permitting, power connection.
securing road access and rights-of-way and tower construction. The actual allocation of costs between the Company and each Incumbent has varied
with each of the Company's agreements with [ncumbents executed to date and is expected to vary, perhaps significantly, in the future on a case-by-
case basis.

The primary capital costs of deploying the Company's fiber network will include the costs of fiber, rights-of-way, installation and construction work
and optronics equipment used in regeneration facilities and to "light" the fiber. The portion of these capital costs that will be borme by the Company
or that will be defrayed by consummating dark fiber sales of any fiber network segment will be determined on a case-by-case basis as the Company
evaluates and enters into co-development and other partnering arrangements to deploy its nationwide digital network.

BUSINESS DEVELOPMENT, CAPITAL EXPENDITURES AND ACQUISITIONS

From inception through December 31, 1998, expenditures for property, plant and equipment, including construction in progress, totaled S48.8
million. [n addition, the Company incurred significant other costs and expenses in the development of its business and has recorded cumulative losses

from inception through December 31, 1998 of $42.4 million. See "Risk Factors--Limited History of Operations; Operating Losses and Negative Cash
Flow."

LIQUIDITY AND CAPITAL RESOURCES

The Company expectsto continue to generate cash primarily from external financing and, as its network matures, from operating activities. The
Company's primary uses of cash will be to fund capital expenditures, working capital and operations. Deployment of the Company’s digital network
and expansion of the Company's operations and services will require significant capital expenditures. Capital
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expenditures will be used primanly for continued development and construction of its network. implementing the Company’s sales and marketing
strategy and constructing and improving the Company’s NOC.

During the period from August 1995 through June 1997, the Company raised an aggregate of $6 million through the issuance and sale of its
Series A Convertible Preferred Stock and Series B Convertible Preferred Stock in a series of private placements. See "Certain Relationships and
Related Transactions - Series A Purchase Transactions” and -- "Series B Purchase Agreement” and Note 9 to the Company's Consolidated Financial
Statements that appear elsewhere in this Annual Report on Form 10-K.

On October 31, 1997, the Company consummated a private offering of 939,850 shares of Series C Convertible Preferred Stock for approximately
S10 miltion, less issuance costs of $38,780. On April 8, 1998, the Company consummated an additional private offering of 1,879,699 shares of Series
C Convertible Preferred Stock for an aggregate purchase price of approximately $20.0 million, bringing the total investment by the Company's
private equity investors to $36.0 million.

On April 8, 1998, the Company completed the Debt Offering resulting in net proceeds to the Company of approximately $339.5 million, after
reduction for offering costs of approximately $10.5 muilion. In addition to the Senior Notes, as part of the Debt Offering, the Company issued
Warrants to purchase an aggregate of 1,116,500 shares of Common Stock. The Company used approximately S81.1 miilion of the net proceeds of the
Debt Offering to purchase securities (the "Pledged Securities”) in an amount sufficient to provide for payment in full of the interest due on the Senior
Notes through April 15, 2000. The Pledged Securities have been pledged as security for repayment of the Senior Notes. The Company made 1ts first
interest payment of approximately $22.3 million on October 15, 1998. The [ndenture relating to the Senior Notes contains provisions restricting,
among other things, the incurrence of additional indebtedness, the payment of dividends and the making of restricted payments, the sale of assets and
the creation of liens.

On September 2, 1998, the Company commenced the Exchange Offer to exchange all outstanding Restricted Notes for Registered Notes. The
terms of the Registered Notes are identical in all material respects to the terms of the Restricted Notes, except that the Registered Notes have been
registered under the Securities Act of 1933 and are generally freely transferable by holders thereof and are issued without any covenant upon the
Company regarding registration under the Securities Act of 1933. The Exchange Offer expired on October 2, 1998 and all outstanding Restricted
Notes were exchanged for Registered Notes.

The net proceeds from the issuance of the Units (after purchasing the Pledged Securities) and the issuance and sale of the Series C Convertible
Preferred Stock are being used for capital expenditures, working capital and general corporate purposes, including the funding of operating losses.

On May 8, 1998, the Company filed a registration statement under the Securities Act of 1933 with the Securities and Exchange Commission.
relating to a proposed initial public offering of the Company's Common Stock (the "Initial Public Offering"). On August 13, 1998, the Company
announced that it would postpone the Initial Public Offering due to general weakness in the capital markets. The timing and size of any future initial
public offering of the Company's Common Stock are dependent on market conditions and there can be no assurance that the Initial Public Offering
will be completed.
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As of December 31. 1998, the Company had capital commitments of approxtmately S28 mullion relating to telecommunications and
transmission equipment. [t is anticipated that these will be met with the current resources of the Company.

As of December 31, 1998, the Company had approximately S227 million available for the funding of future operations. The Compuny expects
these resources are sufficient to fund the implementation of the Company's business plan into 2000. After such time, the Company is expected to be
required to procure additional financing which may inciude commercial bank borrowings. additional vendor financing or the sale or issuance of
equity or debt securities. There can be no assurance the Company will be successful in raising sufficient capital or in obtaining such financing on
terms acceptable to the Company. See "Risk Factors - Significant Capital Requirements: Uncertainty of Additional Financing."

Pursuant to the Commitment Letter in connection with the supply agreement between Lucent and the Company, Lucent may provide financing
of up to approximately $400 miilion for fiber purchases for the construction of the Company’s network and may provide or arrange financing for
future phases of such network. Under the terms of the Commitment Letter, the total amount of financing provided by Lucent will not exceed $1.8
billion of the $2.1 billion potential value of the supply agreement. Certain material terms of the Company's agreements with Lucent. including the
terms of the Commitment Letter, are currently under review by Lucent and the Company. There can be no assurance that the transactions, including
the financing contemplated by Commitment Letter, wiil be consummated or consummated on the terms described above. In addition, the Company
may require additional capital in the future to fund operating deficits and net losses and for potential strategic alliances, joint ventures and
acquisitions. See "Risk Factors Significant Capital Requirements: Uncertainty of Additional Financing.”

Because the Company's cost of roiling out its network and operating its business, as well as its revenues, will depend on a variety of factors
(including, among other things, the ability of the Company to meet its roll-out schedules, its ability to negotiate favorable prices for purchases of
network equipment, the number of customers and the services they purchase, regulatory changes and changes in technology), actual costs and
revenues will vary from expected amounts, possibly to a material degree, and such variations are likely to affect the Company's future capital
requirements. Accordingly, there can be no assurance that the Company's actual capital requirements will not exceed the anticipated amounts

. described above.

RESULTS OF OPERATIONS

COMPARISON OF YEAR ENDED DECEMBER 31, 1998 WITH YEAR ENDED DECEMBER 31, 1997

During the twelve months ended December 31, 1998, the Company continued to develop relationships with Incumbents, buildout its network and
develop its infrastructure, including hiring key management personnel. The Company also began marketing and sales efforts, and hired Mr. Bennis to

develop and execute its sales efforts and marketing plan.

REVENUE
Substantially all of the Company's revenues for the year ended December 31, 1998 consisted of fees received in connection with services
provided to Incumbents, including analysis of existing factilities and system performance, advisory services relating to PCS relocation

matters, and turnkey network
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construction management services. The Company expects substantially all future revenue to be generated from the sale of telecommunications
services. For the vear ended December 31. 1998 the Company generated revenues of approximately S1.6 mullion. approximately 1.4 nutlion
(89.6%) of which were attributable to fees received in connection with the continued performance of construction management services primartly
from one customer, and approxaimately $163.000 {10.4%) were attributable to the sale of telecommunications capacity. For the year ended December
31, 1997, the Company generated revenues of approximately $162.500 derived from construction management and advisory services.

OPERATING EXPENSES

For the year ended December 31, 1998 and 1997, the Company incurred operating expenses of approximately $17.9 million and
$4.3 mullion, respectively. The increase is primarily as a result of the increased activity in the buildout of the Company's network and
additional staff costs incurred as part the development of the Company's infrastructure. The Company expects selling. general and
administrative expenses to continue to increase as additional staff is added in all functional areas, particularly in sales and marketing.
Cost of revenue reflects direct costs associated with performance of construction, management services and costs incurred in connection
with the provision of telecommunications services. Cost of revenue reflects direct costs associated with performance of construction
management services and costs incurred for telecommunications services such as network operations, network interconnections and
provisioning of capacity for custorners. These costs include salaries and other employee expenses of the new employees hired during the
second quarter to staff the NOC, costs for leased telecommunications capacity used to monitor the network, maintenance fees paid to
Incumbents and other overhead expenses.

INTEREST EXPENSE

Interest expense for the year ended December 31, 1998 was approximately $32.6 million. Interest expense primarily represents interest
on the Senior Notes issued in April 1998 together with financing costs associated with obtaining debt financing arrangements and the

amortization expense related to bond issuance costs in respect of the Senior Notes. The Company did not incur an interest expense
during 1997.

INTEREST INCOME

Interest income for the year ended December 31, 1998 and 1997 was approximately $13.9 million and $159,300, respectively. This
increase primarily represents interest earned on the proceeds of the Senior Notes issued in April 1998.

INITIAL PUBLIC OFFERING COSTS

During the third quarter of 1998, the Company recorded a one-time write off of costs of approximately $1.3 million, associated with the
postponed Initial Public Offering of the Company's Common Stock. These costs consisted primarily of legal and accounting fees.
printing costs, and Securities and Exchange Commission and Nasdaq Stock Market fees.
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COMPARISON OF YEAR ENDED DECEMBER 31,1997 WITH YEAR ENDED DECEMBER 31. 1996

During the vear ended December 1. 1997. the Company initiated construction on the first segment of its network. and additional engineering
and management personnel were recruited, including Mr. Jalkut. The Company’s principal activity through the third quarter of 1996 involved the
introduction of its business plan to [ncumbents. As the Company began to enter into formal relationships with Incumbents in 1996, additional
engineering, legal, and financial personnel were recruited to support the increased workflow and to negotiate Incumbent contracts.

REVENUE

In establishing relationships with Incumbents, the Company acted as a provider of services for transitioning the Incumbents from their
old network systems onto the Company's network. These services included analysis of existing factlities and system performance,
advisory services relating to PCS relocation matters, and tumkey network construction management. Revenues for the vear ended
December 31. 1997 consisted of $100.000 derived from construction management services and $62.500 from PCS relocation advisory
services as compared with revenues for the year ended December 31, 1996 of S1,000 generated from PCS relocation advisory services.

OPERATING EXPENSES

For the year ended December 31, 1997, the Company incurred operating expenses of approximately S4.3 million compared to
operating expenses of $1.3 million for the year ended December 31, 1996. This increase was directly related to an increase in selling,
general and administrative expenses as the Company expanded its engineering, technical, legal, finance, and general management
personnel in connection with the continued signing of new Incumbent agreements and the ongoing construction of the Company's
network.

YEAR 2000

The Year 2000 issue exists because many computer systems and software applications use two digits rather than four digits to designate an
applicable year. As a result, the systems and applications may not properly recognize the Year 2000, or process data that inciudes that date,
potentially causing data miscalculations or inaccuracies or operational malfunctions or failures.

In the fourth quarter of 1998, the Company began a corporate-wide program to ready its technology systems and non-technology systems and
software applications for the Year 2000. The Company's objective is to target Year 2000 compliance for all of its systems, including network and
customer interfacing systems. Due to the development stage status of the Company, few legacy systems or applications exist. However, the Company
is identifying all of its systems and applications that may need to be modified or reprogrammed in order to achieve Year 2000 compliance.

As part of its Year 2000 plan, the Company is seeking confirmation from its communications equipment vendors and other suppliers. financial
institutions and customers that their systems will be Year 2000 compliant. There can be no assurance that the systems of companies with which the
Company does business will be Year 2000 compliant. If the vendors important to the Company fail to provide needed products and services, the
Company's network buildout and operations could be affected and thereby have a material adverse effect on the Company's results of operations,
liquidity and financial condition. Moreover, to the extent that significant customers are not Year 2000 compliant and that
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affects their network needs. the Company's sales could be lower than otherwise anticipated.

The Company does not believe its expenditures to implement its Year 2000 strategy will be material. Because 1ts existing systems are relatively
new. it does not expect that it will have to replace any of its systems. To the extent it would have to replace a significant portion of 1ts technology
systems, its expenditures could have material adverse effect on the Company. The Company has hired an outside consultant to assist 1t with its Year
2000 compliance, but the Company has relied primarily on 1ts existing employees to develop and implement its Year 2000 complance strategy. As a
result. its expenditures to ensure Year 2000 compliance have not been material to date. The Company expects to continue to use existing employvees
for the significant part of its Year 2000 compliance efforts in the future.

The Company does not currently have a contingency plan in the event that it or its suppliers or customers are not Year 2000 compliant. However,
the Company expects to develop a contingency plan to deal with potential Year 2000 related business interruptions.

RISK FACTORS
LIMITED HISTORY OF OPERATIONS; OPERATING LOSSES AND NEGATIVE CASH FLOW

The Company was formed in August 1995 to begin development of its digital network. As of December 31, 1998, the Company
had completed approximately 2,000 route miles of network, an additional approximately 5,000 route miles of network are under
construction and approximately 10,000 route miles of network are under contract. In addition, the Company was only providing
commercial telecommunications service to three customers with several additional customers awaiting installation. There can be no
assurance that the Company will enter into any additional contracts with Incumbents or other owners of telecommunications assets to
obtain rights-of-way or rights to sites, towers and other assets for the construction of additional network or with customers for the
purchase and sale of bandwidth services or dark or dim fiber. As a result of development and operating expenses. the Company has
incurred significant operating and net losses to date. The Company's operations have resulted in cumulative net losses of $42.4 million
and cumulative net losses before interest income (expense) and income tax benefit of $23.6 million from inception in 1995 through
December 31, 1998.

The Company expects to incur significant operating losses, to generate negative cash flows from operating activities and to invest substantial funds
to construct its digital network during the next several years. There can be no assurance that the Company will achieve or sustain profitability or
generate sufficient positive cash flow to meet its debt service obligations, capital expenditure requirements or working capital requirements.

SUBSTANTIAL LEVERAGE; ABILITY TO SERVICE DEBT; RESTRICTIVE COVENANTS

The Company is highly leveraged. As of December 31, 1998, the Company had $346.2 million of indebtedness outstanding. The
Company will likely incur substantial additional indebtedness (including secured indebtedness) for the development of its network and
other capital and operating requirements. The level of the Company's indebtedness could adversely affect the Company in a number of
ways. For example, (i) the ability of the Company to obtain necessary financing in the future for working capital, capital expenditures,
debt service requirements or other purposes may be limited; (ii) the Company's level of indebtedness could limit its flexibility in
planning for, or reacting to, changes
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in 1ts business: (iii) the Company will be more highly leveraged than some of its competitors, which may place it at a competitive disadvantage: (iv)
the Company's degree of indebtedness may make it more vuinerable to a downturn in its business or the economy generally: (v the terms of the
existing and future indebtedness restrict, or may restrict, the payment of dividends by the Company: and (vi) a substantial portion of the Company’s
cash flow from operations must be dedicated to the payment of principal and interest on its indebtedness and will not be available for other purposes.

The Indenture relating 1o the Senior Notes and certain of the Company's agreements with Incumbents contain. or will contain. restrictions on the
Company and its subsidiaries that will affect, and in certain cases significantly limit or prohibit, among other things, the ability of the Companv and
its subsidiaries to create liens, make investments, pay dividends and make certain other restricted payments, issue stock of subsidiaries, consolidate,
merge, sell assets and incur additional indebtedness. There can be no assurance that such covenants and restrictions will not adversely affect the
Company's ability to finance its future operations or capital needs or to engage in other business activities that may be in the interest of the Company.

In addition. any future indebtedness incurred by the Company or its subsidiaries is likely to impose similar restrictions. Failure by the Company or
its subsidiaries to comply with these restrictions could lead to a default under the terms of the Senior Notes or the Company's other indebtedness
notwithstanding the ability of the Company to meet its debt service obligations. [n the event of such a default, the holders of such indebtedness could
elect to declare all such indebtedness due and payable. together with accrued and unpaid interest. [n such event, a significant portion of the
Company's indebtedness may become immediately due and payable, and there can be no assurance that the Company would be able to make such
payments or borrow sufficient funds from alternative sources to make any such payments. Even if additional financing could be obtained, there can
be no assurance that it would be on terms that would be acceptable to the Company.

The successful implementation of the Company's strategy, including expanding its digital network and obtaining and retaining a sufficient number
of customers, and significant and sustained growth in the Company's cash flow will be necessary for the Company to meet its debt service
requirements. The Company does not currently, and there can be no assurance that the Company will be able to, generate sufficient cash flows to
meet its debt service obligations. If the Company is unabie to generate sufficient cash flows or otherwise obtain funds necessary to make required
payments, or if the Company otherwise fails to comply with the various covenants under the terms of its existing or future indebtedness, it could
trigger a default under the terms thereof, which would permit the holders of such indebtedness to accelerate the maturity of such indebtedness and
could cause defaults under other indebtedness of the Company. The ability of the Company to meet its obligations will be dependent upon the future
performance of the Company, which will be subject to prevailing economic conditions and to financial, business, regulatory and other factors.

SIGNIFICANT CAPITAL REQUIREMENTS; UNCERTAINTY OF ADDITIONAL FINANCING

Deployment of the Company's network and expansion of the Company’s operations and services will require significant capital
expenditures, primarily for continued development and construction of its network and implementation of the Company's sales and
marketing strategy. The Company will need to seek additional financing to fund capital expenditures and working capital to expand its
network further. The Company may also require additional capital for activities complementary to its currently
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planned businesses.

The actual amount of the Company's future capital requirements will depend upon many factors, including the costs of network deployment in
cach of 1ts markets, the speed of the development of the Company's network. the extent of competition and pricing of telecommunications services in
its markets, other strategic opportunities pursued by the Company and the acceptance of the Company's services. Accordingly. there can be no
assurance that the actual amount of the Company'’s financing needs will not exceed, perhaps significantly, the current estimates.

There can be no assurance that the Company will be successful in raising additional capital or on terms that it will consider acceptable. that the
terms of such indebtedness or other capital will not impair the Company's ability to develop its business or that all available capital will be sufficient
to service its indebtedness. Sources of additional capital may include equipment financing facilities and public and private equity and debt financing.
Failure to raise sufficient funds may require the Company to modify, delay or abandon some of its planned future expansion or expenditures. which
could have a material adverse effect on the Company’s business, financial condition and results of operations.

RISKS OF COMPLETING THE COMPANY'S NETWORK; MARKET ACCEPTANCE

The Company's ability to achieve its strategic objectives will depend in large part upon the successful, timely and cost-effective
completion of its network, as well as on selling a substantial amount of its products, including bandwidth services. The successful
completion of the Company's network may be affected by a variety of factors, uncertainties and contingencies, many of which are
beyond the Company's control. The Company has gained experience in budgeting and scheduling as it has completed segments of its
network, and although the Company believes that its cost estimates and buildout schedules relating to the currently planned portions of
its network are reasonable, only approximately 2,000 route miles under contract have been completed as of December 31, 1998. There
can be no assurance that the Company's network will be completed as planned at the cost and within the time frame currently estimated.
if at all. In addition, although the Company recently began providing commercial telecommunications service to three customers
with several additional customers awaiting installation, there can be no assurances that the Company will attract additional purchasers of
its products, including bandwidth services.

The successful and timely construction of the Company's network will depend upon, among other things, the Company's ability to (i) obtain
substantial amounts of additional capital and financing at reasonable cost and on satisfactory terms and conditions, (ii) manage effectively and
efficiently the construction of its network, (iii) enter into agreements with Incumbents and other owners of telecommunications assets that will enable
the Company to leverage the assets of Incumbents and of other owners of telecommunications assets, (iv) access markets and enter into customer
contracts to sell bandwidth services and other products on its network, (v) integrate successfully such networks and associated rights acquired in
connection with the development of the Company's network, including cost-effective interconnections, (vi) obtain necessary Federal Communication
Commission ("FCC") licenses and other approvals and (vii) obtain adequate rights-of-way and other property rights necessary to install and operate
the fiber portions of the Company's network. Successful construction of the Company's network also will depend upon the timely performance by
third party contractors of their obligations. There can be no assurance that the Company will achieve any or all of these objectives. Any failure by the
Company to accomplish these objectives may have a material adverse affect on the
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Company's business. financial condition and results of operations.

The development of the Company's network and the expansion of the Company's business may involve acquisiions of other
telecommunications businesses and assets or implementation of other technologies either in lieu of or as a supplement to the technologics
contemplated by the Company's current business plan. [n addition, the Company may enter into relationships with Telecom Service Providers or
other entities to manage existing assets or to deploy alternative telecommunications technologies. Furthermore, the Company may scek to serve
markets which are not under-served or second- or third-tier and which may present differing market risks (including as to pricing and competition).
If pursued, these opportunities could require additional financing, impose additional risks (such as increased or different competition. additional
regulatory burdens and network economics different from those described elsewhere herein) and could divert the resources and management time of
the Company. There can be no assurance that any such opportunity, if pursued, could be successfully integrated into the Company's operations or that
any such opportunity would perform as expected. Furthermore, as the Company builds out its network, there can be no assurance that the Company
will enter into agreements with the best-suited Incumbents or such other owners of telecommunications assets, as the case may be. Moreover.
there can be no assurance that the resulting network will match or be responsive to the demand for telecommunications capacity or will maximize the
possible revenue to be eamned by the Company. There can be no assurance the Company will be able to develop and expand its business and enter
new markets as currently planned. Failure of the Company to implement its expansion and growth strategy successfully could have a material
adverse effect on the Company's business, financial condition and results of operations.

RISKS RELATED TO EXPANSION IN STRATEGY.

On February 3, 1999, the Company announced it had expanded its business strategy to include construction and deployment of digital
networks using both wireless and fiber optic technologies. The Company has limited experience in designing and budgeting, deploving,
operating and maintaining a fiber network. In addition, the Company could encounter customers with preferences in employing one
technology over another. There can be no assurance the Company will effectively design and budget, deploy, operate or maintain such
facilities or that it will be able to address such potential customer preferences. Further, there can be no assurance that the fiber network
deployed by the Company will provide the expected functionality.

To the extent that the Company enters into co-development or other partnering arrangements where the Company's partner has primary
responsibility for key network development matters such as perfecting rights-of-way or project management, there can be no assurance that such
partners will perform such tasks adequately or that any failures in such performance will not adversely effect the Company's financial condition,
business or results of operations.

DEPENDENCE ON RELATIONSHIP WITH INCUMBENTS; RIGHTS OF INCUMBENTS TO CERTAIN ASSETS
There can be no assurance that existing long-term relationships with the Company's Incumbents will be maintained or that additional long-term

relationships will result on terms acceptable to the Company, or at all. If the Company is not successful in negotiating such agreements, its ability to
deploy its network would be adversely affected.
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The Company does not typically expect to own the underlying sites and facilities upon which the wireless portion of its network 15 deploved.
Instead. the Compuny has entered 1nto and expects to enter into long-term relationships with Incumbents whereby cach such Incumbent ugrees to
grant to the Company a Icaschald interest in or a similar right to use such Incumbent’s facilities and infrastructure as 1s required for the Company to
deploy its network. In some cases. systern assets may be held by subsidiaries in which both the Company and the Incumbent own un interest. As a
result. the Company will depend on the facilities and infrastructure of its Incumbents for the operation of its business. Long-term relationships with
Incumbents may expire or terminate if the Company does not satisfy certain performance targets with respect to sales of telecommunications capacity
or fails to commission an inittal communications system within specified time periods. [n such cases. certain equipment relating to the imual
communications system will be transferred to the Incumbent. Any such expiration of a relationship with an Incumbent. and the resulting loss of use
of the corresponding svstem and opportunity to utilize such segment of its network, could result in the Company not being able to recoup its initial
capital expenditure with respect to such segment and could have a matenial adverse effect on the business and financial condition of the Company. In
addition, such a loss under certain circumstances could result in an event of default under the Company's debt financings. There can be no assurance
that the Company will continue to have access to such [ncumbent's sites and facilities after the expiration of such agreements or in the event that an
Incumbent elects to terminate its agreement with the Company. If such an agreement were terminated or expire and the Company were forced to
remove or abandon a significant portion of its network. such termination or expiration, as the case may be. could have a material adverse effect on the
business, financial condition and results of operations of the Company.

The Company expects to rely significantly on its [ncumbents for the maintenance and provisioning of circuits on the wireless portion of its
network. The Company has entered into maintenance agreements with six Incumbents and expects to enter into agreements with additional
Incumbents pursuant to which, among other things, the Company will pay the Incumbent a monthly maintenance fee and a provisioning services fee
in exchange for such Incumbent providing maintenance and provisioning services for that portion of the Company's network that primarily resides
along such [ncumbent's system. Failure by the Company to enter successfully into similar agreements with other Incumbents or the cancellation or
non-renewal of any of such existing agreements could have a material adverse effect on the Company's business. To the extent the Company is
unable to establish similar arrangements in new markets with additional Incumbents or establish replacement arrangements on systems where a
maintenance agreement with a particular Incumbent is canceled or not renewed, the Company may be required to maintain tts network and provision
circuts on its network through establishment of its own maintenance and provisioning workforce or by outsourcing maintenance and provisioning to
a third party. The Company's operating costs under these conditions may increase.

NEED TO OBTAIN AND MAINTAIN RIGHTS-OF-WAY.

The Company expects to obtain easements, rights-of-way, franchises and licenses from various private parties, ILECs, utilities,
railroads, long distance companies, state highway authorities, local governments and transit authorities in order to construct and maintain
its fiber optic network. {f the Company were to acquire right-of-way directly from a governmental authority, it would be directly affected
by state and local law. To the extent that the Company obtains rights-of-way from others, it would be indirectly affected by state and
local law. There is a possibility that disputes may arise with



the licensing authonty or a competitor, the result of which may favor a competitor of the Company. Such disputes could 1impose legal and
admimistrative costs on the Company. including out-of-pocket expenses and lost market opportunity because of delays. Further, the Compuany may
be subject to franchise fees imposed by state and local governments. [n addition, the Company may require pole attachment agreements with utihities
and ILECs to operate existing and future networks, and there can be no assurance that such agreements will be obtained on reasonable terms.

There can be no assurance that the Company will be able to obtain and maintain the additional rights and permits needed to build its fiber optic
network and otherwise implement its business plan on acceptable terms. The failure to enter into and maintain required arrangements for the
Company's network could have a material adverse effect on the Company's business, financial condition and results of operations. There can be no
assurance that, once obtained, the Company will continue to have access to existing rights-of-way and franchises atter the expiration of such
agreements. If a franchise, license or lease agreement were terminated and the Company were forced to remove or abandon a significant portion of its
network, such termination could have a material adverse effect on the Company.

MANAGEMENT OF GROWTH AND RISKS ASSOCIATED WITH POSSIBLE ACQUISITIONS, STRATEGIC ALLIANCES AND
JOINT VENTURES.

The Company's expanded business plan may, if successfully implemented. result in rapid expansion of its operations. Rapid expansion of the
Company's operations may place a significant strain on the Company's management, financial and other resources. The Company’s ability to manage
future growth, should it occur, will depend upon its ability to monitor operations, control costs, maintain regulatory compliance. maintain effective
quality controls and expand significantly the Company’s internal management, technical, information and accounting systems and to attract and retain
additional qualified personnel. Furthermore, as the Company's business develops and expands, the Company will need additional facilities for its
growing workforce. There can be no assurance that the Company wiil successfully implement and maintain such operational and financial systems or
successfully obtain, integrate and utilize the employees and management, operational and financial resources necessary to manage a developing and
expanding business in an evolving and increasingly competitive industry which is subject to regulatory change. Any failure to expand these areas and
to implement and improve such systems, procedures and controls in an efficient manner at a pace consistent with the growth of the Company's
business could have a material adverse effect on the business, financial condition and results of operations of the Company.

The Company believes that a part of its future growth may come from the formation of strategic alliances with other telecommunications companies
designed to assist and accelerate the building of the Company's digital network to provide services to customers of the Company which are
complementary to those provided by the Company. The Company intends to pursue joint ventures with, or acquisitions of, companies that have an
existing network infrastructure or customer base in order to increase the Company's penetration of its markets or accelerate entry into new markets.
Limitations under the Indenture may significantly limit the Company's ability to make acquisitions and to incur indebtedness in connection with
acquisitions. Such transactions commonly involve certain risks, including, among others: the difficulty of assimilating the acquired operations and
personnel: the potential disruption of the Company's ongoing business and diversion of resources and management time; the possible inability of
management to maintain uniform standards, controls, procedures and policies; the risks of entering
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markets in which the Company has little or no direct prior experience: and the potential impairment of relationships with employvees or customers as
a result of changes in management. There can be no assurance that any acquisition or joint venture will be made. that the Company will be able to
obtain additional financing needed to finance such acquisitions and joint ventures and, if any acquisitions are so made, that the acquired business will
be successfully integrated into the Company's operations or that the acquired business will perform as expected. The Company has no definitive
agreement with respect to any acquisition, although it has had discussions with other companies and will continue to assess opportunitics on an
ongoing basis.

DEPENDENCE ON KEY PERSONNEL; NEED FOR ADDITIONAL PERSONNEL

The success of the Company will depend to a significant extent upon the abilities and continued efforts of its senior management,
particularly members of its senior management team. including Richard A. Jalkut, President and Chief Executive Officer. Kevin J.
Bennis. Executive Vice President serving as President of the Company's Communications Services Division, William R. Smedberg V,
Executive Vice President, Corporate Development, and Michael L. Brooks, Vice President of Network Development. Other than its
Employment Agreement with Richard A. Jalkut, the Company does not have any employment agreements with, nor does the Company
maintain "key man” insurance on, these employees. The loss of the services of any such individuals could have a matenal adverse effect
on the Company's business, financial condition and results of operations. The success of the Company will also depend, 1n part, upon the
Company's ability to identify, hire and retain additional key management personnel. including the senior management, who are also
being sought by other businesses. Competition for qualified personnel in the telecommunications industry is intense. The inability to
identify, hire and retain such personnel could have a material adverse effect on the Company's results of operations.

COMPETITION; PRICING PRESSURES

The telecommunications industry is highly competitive. In particular, price competition in the carrier's carrier market has generally
been intense and is expected to increase. The Company competes and expects to compete with numerous competitors who have
substantially greater financial and technical resources, long-standing relationships with their customers and potential to subsidize
competitive services from less competitive service revenues and from federal universal service subsidies. Such competitors may be
operators of existing or newly deployed wireline or wireless telecommunications networks. The Company will also face intense
competition due to an increased supply of telecommunications capacity, the effects of deregulation and the development of new
technologies, including technologies that will increase the capacity of existing networks. See "Business - Competition."

RELIANCE ON EQUIPMENT SUPPLIERS FOR THE WIRELESS PORTION OF THE COMPANY'S NETWORK

The Company currently purchases most of its telecommunications equipment pursuant to an agreement with NEC from whom the Company has
agreed to purchase $200 million of equipment by December 31, 2002 and has entered into an equipment purchase agreement with Andrew. Any
reduction or interruption in supply from either supplier or any increase in prices for such equipment could have a disruptive effect on the Company.
Currently NEC and Northern Telecom Ltd. are the only
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manutacturers of SONET radios that are compatible with the Company’s proposed syvstem design and reliability standards refating to the wireless
portion of 1ts network, although Harris Corporation and Alcatel Alsthom Compagnie Generale d'Electricite SA are in the process of developing and
testing similar and compatible products. Further, the Company does not manufacture, nor does it have the capability to manufacture. any of the
telecommunications equipment used on its network. As a result, the failure of the Company to procure sufficient equipment at reasonable prices and
in a imely manner could adversely affect the Company's successful deployment of its network and results of operations.

RELIANCE ON LUCENT; LUCENT AGREEMENTS.

The Company and Lucent have entered into a supply agreement under which Lucent will provide and will deploy personnel to assist in,
among other things, the design and marketing of the Company’s network. Any failure or inability by Lucent to perform these functions
could cause delavs or additional costs in providing services to customers and building out the Company's network in specific markets.
Any such failure could materially and adversely affect the Company's financial condition, business and results of operations.

The Company and Lucent have entered into the Commitment Letter which is contingent upon various conditions, including the execution of a
definitive financing agreement, compliance with financial covenants, completion of due diligence and the absence of any matenal adverse change in
the Company. There can be no assurance that a definitive agreement will be executed with respect to the financing contemplated by the Commitment
Letter or that the financing contemplated by the Commitment Letter will be consummated. Any failure to consummate the financing contemplated by
the Commitment Letter could materially and adversely effect the Company's financial condition, business and results of operations.

TECHNICAL LIMITATIONS OF THE WIRELESS NETWORK

The Company will not be able to offer route diversity until such time as it has completed a substantial portion of its mature network. In
addition, the wireless portion of the Company's network requires a direct line of sight between two antennae (each such interval
comprising a "path™) which is subject to distance limitations, freespace fade, multipath fade and rain attenuation. In order to meet
industry standards for reliability, the maximum length of a single path similar to those being designed by the Company is generally
limited to 40 miles and, as a result, intermediate sites in the form of back-to-back terminals or repeaters are required to permit digital
wireless transmission beyond this limit based on the climate and topographic conditions of each path. [n the absence of a direct line of
sight, additional sites may be required to circumvent obstacles, such as tall buildings in urban areas or mountains in rural areas.
Topographic conditions of a path and climate can cause reflections of signals from the ground, which can affect the transmission quality
of digital wireless services. [n addition, in areas of heavy rainfall, the intensity of rainfall and the size of the raindrops can affect the
transmission quality of digital wireless services. Paths in these areas are engineered for shorter distances to maintain transmission quality
and use space diversity, frequency diversity, adaptive power control and forward error correction to minimize transmission errors. The
use of additional sites and shorter paths to overcome obstructions, muitipath fade or rain attenuation will increase the Company's capital
costs. While these increased costs may not be significant in all cases, such costs may render digital wireless services uneconomical in
certain circumstances.
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Duc to line of sight limutations. the Company currently installs its antennae on towers. the rooftops of buldings or other il structures. Line of steht
and distance himitations generally do not present problems because [ncumbents have already selected. developed and constructed unobstructed
transmission sites. In certain instances, however, the additional frequencies required for the excess capacity to be installed by the Company may not
be available from incumbents’ existing sites. {n these instances, the Company generally expects to use other dev eloped sites already owned or leased
by such Incumbent. [n some instances, however, the Company has encountered, and may in the future encounter. line of sight. frequency blockage
and distance limitations that cannot be solved economically. While the effect on the financial condition and results of operations of the Company
resulting from such cases has been minimal to date. there can be no assurance that such limitations will not be encountered more frequently as the
Company expands its network. Such limitations may have a material adverse effect on the Company's future development costs and results of
operations. [n addition. the current lack of compression applications for wireless technology limits the Company's ability to increase capacity on the
wireless portion of its network without significant capital expenditures for additional equipment.

RISKS RELATING TO INTERCONNECTION

In order to obtain the necessary access to install its radios, antennae and other equipment required for interconnection of the Company's
network to the public switched tetephone network or to POPs of the Company’s customers. the Company must acquire the necessary
rights and enter into the arrangements to secure such interconnections and deploy and operate such interconnection equipment. There can
be no assurance that the Company will succeed in obtaining the rights necessary to secure such interconnections and to deploy s
interconnection equipment in its market areas on acceptable terms, if at all, or that delays in or terms for obtaining such rights will not
have a material adverse effect on the Company’s development or results of operations.

DEPENDENCE ON INFORMATION AND PROCESSING SYSTEMS

Sophisticated information and processing systems are vital to the Company's growth and its ability to monitor network performance,
provision customer orders for telecommunications capacity, bill customers accurately, provide high-quality customer service and achieve
operating efficiencies. As the Company grows, any inability to operate its billing and information and processing systems, or to upgrade
internal systems and procedures as necessary, could have a material adverse impact on the Company's ability to reach its objectives, or
on its business, financial condition and results of operations.

RISK OF RAPID TECHNOLOGICAL CHANGES

The telecommunications industry is subject to rapid and significant changes in technology. Although the Company has expanded its
business plan to include fiber optic technologies, which may diversify the Company's exposure to the risk of such technological changes,
their effect on the business of the Company cannot be predicted. There can be no assurance that (i) the Company's network will not be
economically or technically outmoded by technology or services now existing or developed and implemented in the future, (ii) the
Company will have sufficient resources to develop or acquire new technologies or to introduce new services capable of competing with
future technologies or service offerings or (iii) the cost of the equipment used on its network will decline as rapidly as that of competitive
alternatives. The occurrence of any of the foregoing events may have a material adverse
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effect on the operations of the Company.
REGULATION

RISKS RELATING TO REGULATION OF WIRELESS NETWORK. The Company's arrangements with Incumbents contemplate
that the wireless portion of the Company's digital network will provide largely “"common carrier fixed point-to-point microwave”
telecommunications services under Part 101 ("Part 101") of the rules of the FCC, which services are subject to regulation by federal.
state and local governmental agencies. Changes in existing federal, state or local laws and regulations, including those relating to the
provision of Part 101 telecommunications services, any failure or significant delay in obtaining (or complying with the terms of)
necessary licenses, permits or renewals, or any expansion of the Company's business that subjects the Company to additional regulatory
requirements could have a material adverse effect on the Company's business, financial condition, and results of operations.

FCC LICENSE REQUIREMENTS. Prior to applying to the FCC for authorization to use portions of the 6 GHz band, the Company must
coordinate its use of the frequency with any existing licensees, permittees. and applicants in the same area whose facilities could be subject to
interference as a result of the Company’s proposed use of the spectrum. There can be no assurance in any particular case that the Company will not
encounter other entities and proposed uses of the desired spectrum that would interfere with the Company's planned use, and that the Company will
be able to coordinate successfully such usage with such entities. In addition, as part of the requirements of obtaining a Part 101 license. the FCC
requires the Company to demonstrate the site owner's compliance with the reporting, notification and technical requirements of the Federal Aviation
Administration ("FAA") with respect to the construction, installation, location, lighting and painting of transmitter towers and antennae. such as
those to be used by the Company in the operation of its network. Furthermore, in order to obtain the Part 101 licenses necessary for the operation of
its network, the Company, and in some cases [ncumbents, must file applications with the FCC for such licenses and demonstrate compliance with
routine technical and legal qualification to be an FCC licensee. The Company must also obtain FCC authorization before transferring control of anv
of its licenses or making certain modifications to a licensed facility. There can be no assurance that the Company or any Incumbent who desires to be
the licensee with respect to its portion of the Company's network will obtain all of the licenses or approvals necessary for the operation of the
Company's business, the transfer of any license, or the modification of any facility, or that the FCC will not impose burdensome conditions or
limitations on any such license or approval.

RISKS RELATING TO REGULATION OF FIBER NETWORK. Pursuant to the interconnection provisions of the Telecommunications Act of
1996 (the "1996 Telecom Act"), the FCC identified a minimum list of unbundled network elements that ILECs must make available to other
telecommunications carriers. The FCC declined to include incumbent ILECs' dark fiber in this list, finding that it did not have adequate information
to determine whether dark fiber qualifies as a network element. The FCC indicated that is would continue to review or revise its rules regarding
unbundled network elements as necessary. State commissions, however, have the authority to impose additional unbundling requirements so long as
the requirements are consistent with the 1996 Telecom Act and the FCC's requirements, which could include requiring incumbent ILECs to unbundle
their dark fiber.

In the recent Supreme Court decision regarding the FCC's interconnection and unbundling rules,
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the Supreme Court vacated the FCC's rule establishing the list of unbundled netwark elements. The Supreme Court found that the FCC had not
interpreted the terms of the 1996 Telecom Act regarding an incumbent [LEC's duty to provide network elements in a reasonable fashion. The
Supreme Court found that the FCC had given telecommunications carriers blanket access to unbundled network elements. The statute. however,
limits telecommunications carriers’ access to network clements to those that are "necessary” or to those where failure to have access would "impair
the ability of the telecommunications carrier” to provide services it seeks to offer. The FCC plans to commence a rulemaking proceeding to adopt
new requirements regarding unbundled network elements that properly consider the "necessary and impair” standard in the 1996 Telecom Act.

A decision by the FCC or states to require unbundling of incumbent {LECs' dark fiber could increase the supply of dark fiber and decrease
demand for the Company's dark fiber, and thereby have an adverse effect on the Company’ business, financial condition and results of operations.

GENERAL

PROVISION OF COMMON AND PRIVATE CARRIER SERVICES. The Company is currently offering, and expects to offer in
the future, its services on a private carrier basis. The Company's private carrier services are essentially unreguiated. while any common
carrier offerings would be subject to additional regulations and reporting requirements including payment of additional fees and
compliance with additional rules and regulations including that any such services must be offered pursuant to filed tanffs and non-
discriminatory terms, rates and practices. There can be no assurance that the FCC will not find that some or all of the private carrier
services offered by the Company are in fact common carrier services, and thus subject to such additional regulations and reporting
requirements including the non-discrimination and taniff filing requirements imposed on common carriers, in which case the Company
may be required to pay additional fees or adjust, modify or cease provision of certain of its services in order to comply with any such
regulations, including offering such services on the same terms and conditions to all of those seeking such services. and pursuant to rates
made public in tariff filings at the FCC.

FOREIGN OWNERSHIP. As the licensee of facilities designated for common carriage, the Company is subject to Section 310(b)(4) of the
Communications Act of 1934, as amended (the "Communications Act"), which by its terms restricts the holding company of an FCC common carrier
licensee (the Company is such a holding company, because it expects to hold all FCC licenses indirectly, through subsidiaries) to a maximum of 25%
foreign ownership and/or voting control. The FCC has determined that it will authorize a higher level of foreign ownership (up to 100%) on a
streamlined basis where the indirect foreign investment in the common carrier licensee is by citizens of, or companies organized under the laws of
World Trade Organization ("WTO") member countries. Where the foreign ownership is by citizens or corporations of non-WTO nations, FCC
authorization to exceed the 25% limitation must be obtained on a non-streamlined basis and the licensee must meet a more demanding public interest
showing. The Company is presently within the 25% foreign ownership limitation. In connection with any future financings, the Company will have
to monitor foreign investment to ensure that its foreign ownership does not exceed the 25% limitation. If it appeared that foreign ownership of the
Company was coming close to exceeding this benchmark, the Company would have to obtain FCC authorization prior to exceeding the 23%
limitation. In addition, if any Incumbent elects to be the licensee on the portion of the Company's network relating to its system, such [ncumbent
would also be subject to such
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foreign ownership restrictions. It such analysis showed that such Incumbent had more than 23% foreign ownership. the Incumbents would have to
seek authorization from the FCC to exceed the 25% limitation or it would have to reduce its foreign ownership.

[n the event that an Incumbent were to choose to hold the relevant Part 101 license itself. and not through a holding company, that Incumbent would
be subject to Section 310b)(3) of the Communications Act. which limits direct foreign ownership of FCC licenses to 20%. The FCC does not have
discretion to waive this limitation. [f an [ncumbent exceeded the 20% fimitation it would be required to reduce its foreign ownership in order to
obtam or retain 1ts Part 10! license.

STATE AND LOCAL REGULATION. Although the Company expects to provide most of its services on an interstate basis. in those instances
where the Company provides service on an intrastate basis, the Company may be required to obtain a certification to operate from state utihity
commissions in certain of the states where such intrastate services are provided, and may be required to file tariffs covering such intrastate services.
In addition, the Company may be required to obtain authorizations from or notify such states with respect to certain transfers or issuances of capital
stock of the Company. The Company does not expect any such state or local requirements to be burdensome: however, there can be no assurance that
the Company will obtain all of the necessary state and local approvals and consents or that the failure to obtain such approvals and consents will not
have a material adverse affect on the Company's business. financial condition and results of operations. In addition, there can be no assurance that
state or local authorities will not impose burdensome taxes, requirements or conditions on the Incumbent or the Company.

INVESTMENT COMPANY ACT CONSIDERATIONS

The Company has substantial cash, cash equivalents and short-term investments. The Company has invested and intends to invest the
proceeds of its financing activities so as to preserve capital by investing primarily in short-term instruments consistent with prudent cash
management and not primarily for the purpose of achieving investment returns. Investment in securities primarily for the purpose of
achieving investment returns could result in the Company being treated as an "investment company" under the Investment Company Act
of 1940 (the "1940 Act”). The 1940 Act requires the registration of, and imposes various substantive restrictions on. investment
companies that are, or hold themselves out as being, engaged primarily, or propose to engage primarily in, the business of investing,
reinvesting or trading in securities, or that fail certain statistical tests regarding the composition of assets and sources of income and are
not primarily engaged in businesses other than investing, reinvesting, owning, holding or trading securities.

The Company believes that it is primarily engaged in a business other than investing, reinvesting, owning, holding or trading securities and,
therefore, is not an investment company within the meaning of the 1940 Act. [f the Company were required to register as an investment company
under the 1940 Act, it would become subject to substantial regulation with respect to its capital structure, management, operations, transactions with
affiliated persons (as defined in the 1940 Act) and other matters. Application of the provisions of the 1940 Act to the Company would have a material
adverse effect on the Company's business, financial condition and results of operations.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Not apphcable
ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The Company’s financial statements and supplementary data, together with the report of the independent accountants, are included or incorporated
by reference elsewhere herein. Reference is made to the "Index to Financial Statements” following the signature pages hereto.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.
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PART 111

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Executive Officers

The table below sets forth certain information concerning the directors and executive officers of the Company. Directors of the Company are elected

at the annual meeting of stockholders. Executive officers of the Company generally are appointed at the Board of Directors’ first meeting after cach
annual meeting of stockholders.

NAME AGE POSITION(S) WITH COMPANY

Richard A Jalkut (1), 54 President, Chiet Executive Otticer and Director

Kevin J. Bennis. .. 45 Executive Vice President. and President,
Communications Services Division

Willhiam R. Smedberg, V... 37 Executive Vice President. Corporate Development,
Treasurer and Assistant Secretary

Michael A, Lubin ... 49 Vice President. General Counsel and Secretary

Michae! L. Brooks .. o 35 Vice President. Network Development

David Schaetter (1) 42 Director

Peter J.Barris (2) ..o e [TEPTIT 47 Director

Kevin J. Marom (2)(3)... .36 Director

Patrick J. Kerns (3) i 43 Director

Richard K. Prins {2X3) ..o 41 Director

Stephen A. Reinstadtler ... 32 Director

(1) Member of Contract Committee.

(2) Member of Compensation Committee.

(3) Member of Audit Committee.

Set forth below is the background of each of the Company's executive officers and directors.

RICHARD A. JALKUT has served as President, Chief Executive Officer and director of the Company since August 1997. Mr. Jalkut has over 30
years of telecommunications experience. From 1995 to August 1997, he served as President and Group Executive of NYNEX Telecommunications
Group, where he was responsible for all activities of the NYNEX Telecommunications Group, an organization with over 60.000 employees. Prior to
that, Mr. Jalkut served as President and Chief Executive Officer of New York Telephone Co. Inc., the predecessor company to NYNEX
Telecommunications Group. from 1991 until 1995. Mr. Jalkut currently serves as a member of the Board of Directors of Marine Midland Bank. a

commercial bank, Ikon Office Solutions, Inc., a company engaged in wholesale and retail office equipment, and Home Wireless Networks, a start-up
company developing a wireless product for home and business premises.

KEVIN J. BENNIS has served as Executive Vice President, serving as President of the Company's Communications Services Division since
February 1998. From 1996 until he joined the
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Company. Mr. Bennis served as President of Frontier Communications. a long distance communications company, where he was responsible for the
sales. marketing and customer service activities of 3.500 employees. Prior to that, Mr. Bennis served in various positions for 21 years at MCI,
including as President ot MCI's Integrated Client Services Division from 1995 to 1996, as President and Chief Operating Officer of Avantel
Telecommunications, MCl's joint venture with Banamex in Mexico. from 1994 to 1995, and as Senior Vice President of Marketing from 1992 1o
1994,

WILLIAM R. SMEDBERG. V joined the Company initially as a consultant in 1996, served as Vice President, Finance and Corporate Development
from January 1997 to February 1999 and assumed the position of Executive Vice President, Corporate Dev elopment in March 1999. Prior (o joining
the Company, Mr. Smedberg served in various financial and planning positions at the James River Corporation of Virginia, Inc. ("James River”) for
nine years. In particular. he served as Director. Strategic Planning and Corporate Development for Jamont, a European consumer products joint
venture among Nokia Oy, Montedison S.p.A. and James River. from 1991 to 1996, where he was responsible for Jamont's corporate finance. strategic
planning and corporate development. Prior to that, Mr. Smedberg worked in the defense industry as a consultant and engineer for TRW Inc.

MICHAEL A. LUBIN has served as Vice President, General Counsel and Secretary of the Company since its inception in August 1995, Prior 10
Jjoining the Company, Mr. Lubin was an attorney-at-law at Michael A. Lubin, P.C., a law firm, which he founded in 1985. Mr. Lubin has experience
in telecommunications matters, copyright and intellectual property matters, corporate and commercial law. construction claims adjudication and trial
work. Earlier he served as a Federal prosecutor with the Fraud Section, Criminal Division, United States Department of Justice.

MICHAEL L. BROOKS has served as Vice President, Network Development of the Company since June 1996. Mr. Brooks has cxtensive
experience in voice and data communications. From 1992 through May 1996, Mr. Brooks served as Vice President. Engineering for [kelyn, Inc.
lkelyn provided system design and technical support for telecommunication systems and support facilities. From 1982 to 1992, Mr. Brooks worked
for Qwest Microwave Communications, a predecessor of Qwest, where he directed the initial construction of a 3.500-mile digital network.

DAVID SCHAEFFER founded the Company in August 1995 and has been a director of the Company since its inception. Mr. Schaeffer served as
Chairman of the Board and Treasurer of the Company from August 1997 to February 1999, and served as President, Chief Executive Officer and
Treasurer of the Company from August 1995 until August 1997. From 1986 to the present, Mr. Schaeffer has also served as President and Chief
Executive Officer of Empire Leasing, Inc., a specialized mobile radio licensee and operator. In addition, Mr. Schaeffer founded and, since 1992, has

served as President and Chief Executive Officer of Mercury Message Paging, Inc., a paging company which operates networks in Washington, D.C.,
Baltimore and Philadelphia.

PETER J. BARRIS has been a director of the Company since August 1995. Since 1992, Mr. Barris has been a partner, and, in 1994, was appointed
a General Partner of New Enterprise Associates, a firm that manages venture capital investments. Mr. Barris is also a member of the Board of
Directors of Mobius Management Systems, Inc. and pcOrder.com, Inc. each of which are quoted on the Nasdaq National Market.

KEVIN J. MARONI has been a director of the Company since August 1995. Since 1994, Mr. Maroni has been a principal, and, in 1993, was
appointed as a General Partner of Spectrum Equity
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investors. L.P.. which manages private equity funds focused on growth capital for telecommunications companies. From 1992 to 1994 he served as
Manager, Finance and Development at Time Warner Telecommunications. where he was involved in corporate development projects. Mr. Maron
served as a consultant at Harvard Management Company from 1990 to 1992, where he worked in the private equity group. Mr. Maront 15 also
currently on the board of directors of several private companies and CTC Communications Corp., an integrated communications prosider that 13
quoted on the Nasdaq National Market.

PATRICK J. KERINS has been a director of the Company since July 1997. Mr. Kerins has served as Managing Director of Grotech Captital Group.
which is engaged in venture capital and other private equity investments. since March 1997. From 1987 to March 1997, he worked in the investment
banking division of Alex. Brown & Sons, Incorporated, including serving as Managing Director beginning in January 1994. Mr. Kerins is also a
member of the Board of Directors of CDnow, Inc.. an online retailer of compact discs and other music-related products, which 1s quoted on the
Nasdaq National Market.

RICHARD K. PRINS has been a director of the Company since 1995. Since 1996, Mr. Prins has served as Senior Vice President of Ferris Baker
Watts Incorporated, where he heads the technology and communication practice in the investment banking division. From 1988 to 1996, he was
Senior Vice President and Managing Director in the investment banking division of Crestar Financial Corporation. Mr. Prins is currently a director of
Startec Global Communications Corporation, a communications company that is quoted on the Nasdaq National Market.

STEPHEN A. REINSTADTLER has been a director of the Company since October 1997. Mr. Reinstadtler has served as Vice President and
Director at Toronto Dominion Capital (U.S.A.) Inc.. where he has been involved in private equity and mezzanine debt investments. since August
1995. From April 1994 to July 1995, he served as Manager at The Toronto-Dominion Bank, where he was involved in commercial lending activities
to the telecommunications industry. From August 1992 to April 1994, Mr. Reinstadtler also served as Associate at Kansallis-Osake-Pankki, where he
was involved in commercial lending activities to the telecommunications industry.

DIRECTOR COMPENSATION

Mr. Prins, a director of the Company, was granted options to purchase 70,131 shares of Common Stock in 1995. See "Security Ownership of
Certain Beneficial Owners and Management.” Directors of the Company are currently neither compensated nor reimbursed for their out-of-pocket
expenses incurred in connection with attendance at meetings of, and other activities relating to serving on, the Board of Directors and any committees
thereof. The Company may consider additional compensation arrangements for its directors from time to time.

LIMITATION OF LIABILITY AND INDEMNIFICATION

The Restated Certificate of Incorporation of the Company limits, to the fullest extent permitted by law, the liability of directors to the Company and
its stockholders for monetary damages for breach of directors' fiduciary duty. This provision is intended to afford the Company's directors benefit of
the Delaware General Corporation Law (the "DGCL"), which provides that directors of Delaware corporations may be relieved of monetary hablity
for breach of their fiduciary duty of care, except under
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certuin circumstances. This limitation on liabilities does not extend to including any breach of a director's duty of lovaity, acts or omissions not in
wood faith or which involve intentional misconduct or a knowing violation of faw, violations of the DGCL regarding the improper payment of
dividends or any transaction from which the director derived any improper personal benefit. In addition. the Certificate of Incorporation of the
Company provides that the Company will indemnify its directors and officers to the fullest extent authorized or permitted by law.

ITEM 11. EXECUTIVE COMPENSATION

The following table sets forth certain information concerning the cash and non-cash compensation earned by or awarded to the Chief Executive
Officer and the four other most highly compensated executive officers of the Company (the “Named Executive Officers”) for services rendered in all
capacities in each of the years ended December 31, 1998 and 1997.

Long - Term
Compensation
Securities
Annual Compensation * Other Underlying

Name And Principal Position Year Salary Bonus Compensation Options Granted
Richard A. Jalkut 1998 $400.000 S-- S40,289(1) -
President and Chiet Executive Officer 1997 166.154(2) -- 9.857(3) 858.754
David Schaetter 1998 300.000 - - -
Chairman ot the Board and Treasurer 1997 216.923(4) -- -- 430,413
Kevin J. Bennis 1998 246,353(5) -- 185,602(6) 382,500
Executive Vice President and President 1997 -- -- --
Communications Services
Michael A. Lubin 1998 136,840 5.000 -- 15.000
Vice President, General Counsel and 1997 136.115 - - --
Secretary
Michael L. Brooks 1998 102,000 38,780 -- 85,732
Vice President, Network Operations 1997 103,077 - -
* Except as stated herein, none of the above Named Executive Officers

received perquisites or other personal benefits in excess of the lesser
of $50,000 or 10% of such individual's salary plus annual bonus.

(1)  Consists of $16,277 for club dues; $7,756 for lodging; S11,685 for airfare; and $4,571 for other transportation.

(2)  Mr. Jalkut commenced employment with the Company in August 1997, and was compensated at a rate of $400,000 per annum
in 1997.

(3) Reimbursement for travel expenses.
(4)  Mr. Schaeffer's salary increased to $300,000 per annum from $150,000 per annum in August 1997.
(5)  Mr. Bennis joined the Company in February 1998.

(6) " Consists of 548,093 in residence settlement charges in Georgia; $99.319 in residence settlement charges in Virginia; $22.780 in other
moving expenses; and 515,410 in rent.
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STOCK OPTION GRANTS AND EXERCISES

The following table sets forth the aggregate number of stock options granted to each of the Named Exccutive Officers during the fiscal veur ended
December 31, 1998. Stack options are exercisable to purchase Common Stock of the Company.

OPTION GRANTS IN LAST FISCAL YEAR

Number of Percent of Potential Realizable Value at
Securities Total Options Assumed Annual Rate of Stock
Underlying Granted to Exercise Price Appreciation for the Option
Options Employees in Price Expiration Term
Granted Fiscal Year S. Share Date 0% 3% 10%
Richard A Jalkut............ ... o - - S-- - S-- S-- $--
David Schaefter............. . - - -- - -- - -
Kevin J. Bennis. ..o 362.500(3) 32.74%% 1.13 3:24.2008 1.475.375 2.660.341 4.479.580
20.000(3) 1.8[% 32 12.2:2008 -- 63.4035 163,749
Michael A Lubin ... 15.000(3) 1.35%% 3.20 12:2:2008 -- 49.054 124312
Michael L. Brooks............coooo... 70.732(2) 6.39% 113 3:24.2008 287.879 519.191 378.567
15.000(3) 1.35% 5.20 12:2:2008 - 49,034 124212

(1) The information disclosed assumes, solely for purposes of demonstrating potential realizable value of the stock options. that the
fair market value per share of Common Stock was $5.20 per share (the fair market value per share of Common Stock approved by the
Board of Directors in connection with stock option awards granted on December 2, 1998 and January 26, 1999, which awards had an
exercise price equal to the fair market value per share on the date of grant) as of December 31, 1998 and increases at the rate indicated
during the option term. See Note 10 to the financial statements included elsewhere in this Report.

(2) The options vest ratably over a three year period. The option may be transferred only by will or by the laws of descent and
distrtbution. Upon a change of control of the Company and termination of optionee's employment without cause, the options that
would otherwise become vested within one year will be deemed vested immediately before such optionee's termination.
(3) The options vest ratably over a four year period. The option may be transferred only by will or by the laws of descent and
distribution. Upon a change of control of the Company and termination of optionee's employment without cause, the options that
would otherwise become vested within one year will be deemed vested immediately before such optionee's termination.

Option Exercises and Fiscal Year-End Option Values

None of the Named Executive Officers exercised any options during the fiscal year ended December 31, 1998. The following table sets forth as of
December 31. 1998, the aggregate number of options held by each of the Named Executive Officers.
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FISCAL YEAR-END OPTION VALUES

Number ot Securities

Underlying Unexercised Value of Unexercised In-the-
Options at December 31, 1998 Money Options (1)
Name Exercisable Lnexercisable Exercisable Unexercisable
Richard A Jalkute..ooo 286.251 572,503 S1.163.042 $2.330.087
David Schaeiter...... - 430413 (2) - 053.532
Michael A. Lubin. . . 141,465 15.000 731374 --
Kevin J. Bennis .......... 90,625 201.875 368.844 [ 106,52
Michael L. Brooks........ 35,366 30.366 143,940 143,940

(1) Based on an assumed market price of the Common Stock of $5.20 per share.

{2)  One-half of Mr. Schaeffer's options, or 215.206, would vest on January 1, 1999, atan exercise price of $3.67 per share. in the
event that certain performance criteria related to 1998 earnings have been met. The Board of Directors’ is currently reviewing whether

these criteria were met. See Note 10 to the Company's Consclidated Financial Statements that appear elsewhere in this Annual Report on
Form 10-K.

JALKUT EMPLOYMENT AGREEMENT

The Employment Agreement among the Company and Richard Jalkut (the “Jalkut Employment Agreement”) took effect on August 4. 1997 and
expires on August 4, 2000. The Jalkut Employment Agreement will renew automatically for successive one-year terms unless terminated by either
party. Under the Jalkut Employment Agreement, Mr. Jalkut is entitled to an annual base salary of $400,000, subject to increase at the discretion of
the Company. [n addition, Mr. Jalkut is entitled to participate in the Company’s benefit plans on the same basis as other salaried employees of the
Company and on the same basis as other senior executives of the Company and is entitled to reimbursement up to a total of $50,000 per vear for
certain expenses including an apartment in the Washington D.C. area, club memberships and the expenses incurred by Mr. Jalkut commuting
between his Washington D.C. and New York residences.

In addition, pursuant to the Jalkut Employment Agreement, on August 4, 1997 Mr. Jalkut received nonqualified stock options on 858.754 shares of
Common Stock at an exercise price of $1.13 per share. Such options will vest ratably over three years. Under the Jalkut Employment Agreement,
upon the election of Mr. Jalkut within 10 business days after the date of termination of Mr. Jalkut's employment with the Company, the Company
will be required to pay, subject to the terms of the Indenture, to Mr. Jalkut the aggregate Fair Value (as defined in the Non-qualified Option
Agreement by and between the Company and Mr. Jalkut dated August 4, 1997) of the options then vested or held by Mr. Jalkut on the date of such
termination of employment with the Company.

The Jalkut Employment Agreement (other than certain restrictive covenants of Mr. Jalkut that are described below and an obligation of the
company to pay severance for one year following the termination of Mr. Jalkut's employment with the Company) may be terminated (i) by the
Company (a) without cause by giving 60 days' prior written notice or (b) for cause upon the Board of Directors' confirmation that Mr. Jalkut has
failed to cure the grounds for termination within 30 days of notice thereof and (ir) by Mr. Jalkut (a) without cause by giving 180 days’ prior written
notice and (b) immediately upon a "Constructive Termination” (as defined below). The Jalkut Empioyment Agreement prohibits disclosure by Mr.
Jalkut of any of the Company's confidential information at any time. In
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addition. while he 15 employed by the Company and for two vear thereafter. Mr. Jalkut is prohibited from engaging or significantly investng in
competing business activities and from soliciting any Company employee to be employed elsewhere. The Company has aranted Mr. Jalkut
registration rights with respect to the shares he will receive upon exercise of his options. "Constructive Termination” is defined in the Julkut
Employment Agreement to mean the occurrence. without Mr. Jalkut's prior written consent, of one or more of the following events: (1) a reduction in
Mr. Jalkut's then current annual base salary or the termination or material reduction of any employee benefit or perquisite enjoved by him (other than
as part of an across-the-board reduction applicable to all executive officers of the Company): (2) the failure to elect or reelect Mr. Jalkut to the
position of chief executive officer or removal of him from such position; (3) a material diminution in Mr. Jalkut's duties or the assignment to Mr.
Jalkut of duties which are materially inconsistent with his duties of which materially impair Mr. Jalkut's ability to function as the chief executiye
officer of the Company: (4) the failure to continue Mr. Jalkut's participation in any incentive compensation plan unless a plan providing a
substantially similar opportunity is substituted, or under certain other limited circumstances: or {5) the relocation of the Company's principal office.

OTHER AGREEMENTS

Messrs. Schaeffer, Lubin, Brooks, Bennis and Smedberg each have entered into Employee Agreements Regarding Non-Disclosure, Assignment of
Inventions and Non-Competition with the Company in which such persons agreed (i) not to disclose any of the Company's confidential und
proprietary information to third parties, (ii) to assign all work products to the Company as "works for hire," and (iii) not to compete against the
Company for a two-year period following the termination of the respective person’s employment with the Company.

In exchange for the non-compete covenant and a restriction on soliciting any employee of the Company to be employed elsewhere. the

Company has agreed to pay Mr. Bennis a severance payment in the aggregate amount of $275.000 paid over one year if his employment with the
Company is terminated for any reason.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth certain information concerning beneficial ownership of the capital stock of the Company as of December 31,
1998 by (1) each person known by the Company to be the beneficial owner of more than five percent of the outstanding capital stock of the Company,
(1) each director of the Company, {ii1) each of the Named Executive Officers and (iv) all directors and Named Executive Otficers of the Company as
a group. Unless otherwise indicated. each of the stockholders listed below has sole voting and investment power with respect to the shares shown as
beneficially owned by them.

Name and Address Series A Preterred Series B Preferred Seres C Preterred

Common  ceeeseeeeeeeee e
Stock Shares(2) Percentage Shares(2) Percentage Shares(2) Percentage

Spectrum Equity Investors. LP (6)....... ... -- 1.276.000 44.0% 1.134.173 23.7% 1.363.400 16.77%

Spectrum Equity [nvestors [ L.P (0) ... ... -- -- - -~ - 363406 16.7°%

New Enterprise Associates VI, Limited

Partnership (7). ..., - 322.000 18.0% 685.014 14.3% 1,374,051 16.8%

Onset Enterprise Associates {[. L.P. (8) -- 322.000 18.0% 463.976 9.7% 817.672 10.0%

Onset Enterprise Associates [}, L.P.

(8 e -- -- - -- -- 272553 33%
Corman Foundation Incorporated (9)................... - 96.668 3.3% 85.924 1.7% -- -
Al Investment Funds VIIL, Inc. (1A}
Value Fund) (10) oo -- 290,000 10.0% 125,143 2.6% - --
Thomas Domencich (11). ... -- 145,000 5.0% 62,373 1.3% - -
FBR Technology Venture Partners L.P.
(L) e e - - - - - 272.556 33%
Toronto Dominion Capital (USA) Inc. (13) -~ -- - 884,146 18.5% 1.006.500 12.3%
Grotech Partners IV, L.P. (14) ..o, - - - 884.146 18.5% 1.006.500 12.3%
Utech Climate Challenge Fund, L.P. (15) - -- - 442,076 9.2% 136,276 1.7%
Uulity Competitive Advantage Fund. LLC
() e - - - - - 366,980 4.3%
David Schaefter(16)................o.ooiiioe 2,900,000 -- - -- - - --
Richard A. Jalkut. ....... - -- -- - -~ - --
Kevin J. Maroni (17)... - - - - - - -
Peter J. Barris (18)............... . - - - - - -- --
Patrick J. Kerins (19)............... . - - - - - - --
Stephen A. Reinstadtler (20). . -- -- - - - -- -
Michael A. Lubin ... . - -~ - . -~ - - -
Kevin Bennis ..o . - - - - - - --
Michael L. Brooks. . . -~ -- - - - -- -
Richard K. Prins ..o, -- -- -- - - - -
All Directors and Named Executive
Officers as @ Group........ocooooooioiieeioiese e 2,900,000 = = - = = =
Beneficial Ownership
Name and Address of Common Stock (1)
----------------------------------- Percentage
Total  Percentage ona
Stock e el Diluted
Options(3) Shares 4) Basis (5)

Spectrum Equity [nvestors. L.P. (6). ..ccococoovoveveeenn.. -- 3.773.581 56.5% 19.2%
Spectrum Equity [nvestors II. L.P. (6) -- 1.363.406 31.7% 6.9%
New Enterprise Associates VI, Limited
Partnership (7)...ocveeeeiiieeeeeeeceeeeeer e -- 2.581.065 47.1% 13.9%
Onset Enterprise Associates II. L.P. (8) -- 1.803.648 38.3% 9.2%
Onset Enterprise Associates 1. L.P.
(8ot - 272553 8.6% 1.4%
Corman Foundation Incorporated (9)......cocovvoveeeennn.... - 182.592 5.9% 0.9%
Al Investment Funds VIII. Inc. (IAI
Value Fund) (10)....ocooov - 415,143 12.5% 2.1%
Thomas Domencich (11) -- 207573 6.7% 1.0%
FBR Technology Venture Partners L.P. - 272.556 8.6% 1.4%
(12)
Toronto Dominion Capital (USA) Inc. (13) -- 1,890.646 39.4% 9.6%
Grotech Partners IV, L.P. (14) ..o, -- 1.890.,646 39.4% 9.6%
Utech Climate Challenge Fund. L.P. (15) - 578.352 16.6% 2.9%
Utility Competitive Advantage Fund, LLC
(I5) i, -- 366.980 11.2% 1.8%
David Schaeffer(16).. -- 2.900.000 99.9% 14.7%
Richard A. Jalkut 286.251 286.251 9.0% [.4%

Kevin J. Maroni (17) ..o -- - - -
Peter J. Barris (18)



Patrick J. Kenns (10 - - ..
Stephen A Remnstadtler (20) o

Michael AL Lubin.... 141485 141,485 4.6%
Kevin Bennis.oo -- -- --
Michaet L. Brooks 33.3606 35.366 1.2%
Richard K. Prns...ooooo e 70.731 70.731 2.4%%
All Directors and Named Executive

Officers as 2 Group ..o 328.853 3433933 99.9%
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(17

(18)

th Consists of the sum of the shares of Common  Stock owned and shares of Common Stock issuable upon the exeraise of stock
opuions and upon the conversion of the Series A Convertible Preferred Stock Series. B Consertible Preferred Stock and Series C
Convertible Preferred Stock that are exercisable or convertible within 60 days after December 31, 1998,

(2) The shares represent the product of a stock split and the numbers shown here are rounded to the whole number in accordance
with the provisions of the Company's Certificate of Incorporation and stock option plans.

Options exercisable within 60 days after December 31, 1998.

4 The percentage of beneficial ownership as to each person, entity or group assume the exercise or conversions of all
outstanding options, warrants and convertible securities held by such person, entity or group which are exercisable or convertible
within 60 days as of December 31, 1998, but not the exercise or conversion of options, warrants and convertible securities held by
other holders (whether or not exercisable or convertible within 60 days after December 31. 1998.)

(3) As a percentage of the sum of the post split and rounded Common Stock, Series A Convertible Preferred Stock. Series B
Convertible Preferred Stock, Series C Convertible Preferred Stock and options granted and exercisable within 60 days after
December 31, 1998. As of December 31, 1998, 915,765 options granted by the Company were exercisable.

(6)  The address for Spectrum Equity Investors. L.P. and Spectrum Equity Investors {1, L.P. is One International Place. Boston, MA
02110.

(7)  The address of New Enterprise Associates VI, Limited Partmership is 1119 Saint Paul Street, Baltimore, MD 21202,

(8)  The address for Onset Enterprise Associates !I, L.P. and Onset Enterprise Associates III, L.P. is 89(1 Capital of Texas
Highway, Austin, TX 78759.

(9)  The address for Corman Foundation Incorporation is 100 Brookwood Road, Atmore, AL 36502.

The address for Al Investment Funds VIII, [nc. (IAl Value Fund) is
3700 First Bank Place, Minneapolis, MN 55440,

The address for Thomas Domencich is 104 Benevolent Street, Providence,
RI102906.

The address for FBR  Technology Venture  Partners L.P.is 1001 19th
Street North, Arlington, VA 22209.

The address for Toronto Dominion  Capital (USA) Inc. is 31 West 52nd
Street, New York, NY 10019.

The address for  Grotech Partners IV, LP.  i5s9690 Deereco  Road,
Timonium, MD 21093,

The address for  Utech Climate Challenge Fund, L.P. and Utility
Competitive Advantage Fund, L.L.C. is c/o Arete Ventures, Two Wisconsin

Circle, Chevy Chase, MD 20815.

One-half of Mr. Schaeffer's options, or 215,206, would vest on January
1,1999, atan exercise price of $3.67 per share, in the event that

certain performance criteria related to 1998 earnings have been met.

The Board of Directors' is currently reviewing whether these criteria

were  met.  See Note 10 to the Company's Consolidated Financial

Statements that appear elsewhere in this Annual Report on Form 10-K. In

the event that the Board of Directors determines that these stock

options have vested, Mr. Schaeffer's percentage held on a diluted basis

would be 13.7%.

Mr. Maroni, who is a limited partner of the general partner of Spectrum

anda  general partner of the general partner of Spectrum  Equity
Investors I1, L.P., disclaims beneficial ownership of the shares owned

by Spectrum Equity Investors, L.P.

and Spectrum Equity Investors II, L.P.

Mr.  Barris, whois  general partner of the general partner of New
Enterprise Associates VI, Limited Partnership, disclaims beneficial
ownership of the shares owned by New Enterprise Associates VI, Limited
Partnership.

Mr.  Kerins, Managing  Director of the general partner of  Grotech
Partners [V, LP, disclaims beneficial ownership of the shares owned by

Grotech Partners [V, LP.

Mr.  Reinstadtler, Vice  President and  Director of Toronto Dominion
Capital (USA) Inc., disclaims beneficial ownership of the shares owned

by Toronto Dominion Capital (USA) Inc.
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

SERIES A PURCHASE AGREEMENT

Pursuant to an [nvestment and Stockholders' Agreement, dated as of August 28, 1995 (the "Series A Purchase Agreement”). by and amony the
Company and Spectrum Equity Investors, L.P., New Enterprise Associates VI. Limited Partnership, Onset Enterprise Assocrates [[. L.P.. [A]
Investment Funds VIII. Inc.. Thomas Domencich, Dennis R. Patrick and the Corman Foundation [ncorporated, (together, the "Series A
Purchasers”) and David Schaeffer, the Series A Purchasers made their initial investments in the Company. The Series A Purchasers (1) agreed,
subject to the satisfaction of certain conditions, to purchase in the aggregate 1,000.000 shares of Series A Convertible Preferred Stock for an
aggregate purchase price of $1.0 mullion, (it) purchased 500.000 shares of such 1,000,000 shares of Series A Convertible Preferred Stock for an
aggregate purchase price of $300,000 and (iii) agreed to make available to the Company, under certain circumstances, bridge loans in an aggregate
principal amount of $500.000 (the "Bridge Loan Commitment”). Pursuant to Amendment No. | to the Investment and Stockholders' Agreement.
dated as of February 8. 1996, the Series A Purchasers purchased the remaining 500,000 shares of Series A Convertible Preferred Stock for an
aggregate purchase price of $300.000. Pursuant to Amendment No. 2 to the Investment and Stockholders’ Agreement dated as of August 2. 1996. the
Series A Purchasers. among other things. increased the amount of the Bridge Loan Commitment to an aggregate principal amount of ST00.000 and
advanced such amount to the Company, such loans being evidenced by bridge loan notes (collectively, the "Bridge Loan Notes"). The Bridge Loan
Notes carried an interest rate of 12% per annum and were due and payable in full on the earlier to occur of the first anniversary of the issuance of the
Bridge Loan Notes or the closing date of the Company's next equity financing. The Bridge Loan Notes were to be convertible into any future equity
secunty issued by the Company at 73% of the price to be paid for such security by other investors. [n addition, the Series A Purchasers agreed to
make available to the Company, upon the occurrence of certain events, additional bridge loans in an aggregate principal amount of S300.000 (the
"Additional Bridge Loan Commitment").

SERIES B PURCHASE AGREEMENT

The Company. each of the Series A Purchasers and several additional purchasers (together, the "Series B Purchasers”) and Mr. Schaeffer entered
into an Investment and Stockholders’ Agreement, dated as of December 23, 1996 (the "Series B Purchase Agreement”), pursuant to which, among
other things, the Series B Purchasers agreed to acquire in the aggregate 1,651,046 shares of Series B Convertible Preferred Stock for an aggregate
purchase price of $5.0 million. Of these amounts, 609,756 shares of Series B Convertible Preferred Stock were purchased on December 23, 1996, for
an aggregate purchase price of $2.0 million. In addition, the $700.000 principal amount of Bridge Loan Notes, plus 533,367 of accrued interest. were
converted into 306,242 shares of Series B Convertible Preferred Stock. At the same time, the Series A Purchasers paid $300,000 representing the
committed but undrawn portion of the Additional Bridge Loan Commitment to the Company for the sale of 125,292 shares of Series B Convertible
Preferred Stock. The Series B Purchasers purchased the remaining 609,756 shares of Series B Convertible Preferred Stock subject to the Series B
Purchase Agreement for $2.0 million on June 18, 1997. See Note 9 to the financial statements included elsewhere in this Report.
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SERIES C PURCHASE AGREEMENT

The Company. the Series A Purchasers, the Series B Purchasers and one additional purchaser (together the "Series C Purchasers”) and Mr
Schaetfer entered into the Investment and Stockholders’ Agreement. dated October 31, 1997, as amended (the "Investment and Stockholders'
Agreement”), pursuant to which, among other things, the Series C Purchasers agreed to acquire 2.819.549 shares of Series C Convertible Preferred
Stock for an aggregate purchase price of $30.0 million. The Series C Purchasers purchased 939.850 shares of Series C Convertible Preferred Stock
for an aggregate purchase price of S10.0 million on October 31, 1997, and purchased an additional 1.879.699 shares of Series C Convertible
Preferred Stock for an aggregate purchase price of $20.0 million simultaneously with the closing of the Debt Offering. In connection with the
Investment and Stockholders' Agreement, the Company. the holders of Preferred Stock (collectively, the "Investors”) and Mr. Schaeffer agreed to
amend and restate, in part. the Series A Purchase Agreement and the Series B Purchase Agreement. These amendments restated the provisions of
such agreements relating to affirmative and negative covenants, transfer restrictions, rights to purchase and registration rights. These sections of cach
of the Sertes A Purchase Agreement, the amendments thereto. and the Series B Purchase Agreement were similar in all material respects. In order to
remove any doubt as to this fact. to simplify matters and for convenience (to have in one agreement the material provisions that survive the purchase
and sale of the Series A Convertible Preferred Stock, Series B Convertible Preferred Stock and Series C Convertible Preferred Stock (cotlectively the
"Series Preferred Stock”) and the closing of an initial public offering), the aforementioned sections were amended and restated in the Investment and
Stockholders' Agreement. See "--Investment and Stockholders’ Agreement.”

TERMS OF THE SERIES PREFERRED STOCK

Each share of Series Preferred Stock will automatically be converted into Common Stock immediately upon the closing of a qualified public
offering of capital stock of the Company. A qualified public offering is defined as: (i) the Company is valued on a pre-money basis at greater than
$50,000.000, (i1) the gross proceeds received by the Company exceed $20,000,000, and (iii) the Company uses a nationally recognized underwriter
approved by holders of a majority interest of the Series Preferred Stock. As of December 31, 1998, the Series Preferred Stock was converttble into an
aggregate of 15,864,713 shares of Common Stock.

Each share of Series Preferred Stock entitles its holder to a number of votes equal to the number of shares of Common Stock into which such share of
Series Preferred Stock is convertible. With respect to the Board of Directors of the Company, prior to the completion of a qualified public offering (i)
the holders of Series A Convertible Preferred Stock are entitled to vote separately as a class to elect two directors of the Company (the "Series A
[nvestor Directors"), (ii) the holders of Series B Convertible Preferred Stock are entitled to vote separately as a class to elect one director (the “Series
B Investor Director"), (ii1) the holders of the Series C Convertible Preferred Stock are entitled to vote separately as a class to elect one director (to
"Series C Investor Director"), (iv) the holders of the Common Stock are entitled to vote separately as a class to elect two directors (the “Common
Stock Directors”), (v) the chief executive officer (the "CEQ") of the Company is appointed by the affirmative vote of the Common Stock Directors
and the Series A Investor Directors, Series B Investor Director and Series C Investor Director, voting together, and (vi) the CEO will be elected to the
Board of Directors of the Company by the holders of Commeon Stock and Series Preferred Stock, voting together.
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The holders of the Series Preferred Stock are entitled to recetve dividends in preference to and at the same rate as dividends are paid with respect
to the Common Stock. In the event of any liquidation. dissolution, winding up or deemed liquidation of the Company. whether voluntary or
involuntary. each holder of a share of Series Preferred Stock outstanding is entitled to be paid before any payment may be made to the holders of any
class of Common Stock or any stock ranking on liquidation junior to the Sertes Preferred Stock. an amount, in cash, equal to the original purchuse
price paid by such holder, appropriately adjusted for stock splits. stock dividends and the like, plus any declared but unpaid dividends.

The Series A Convertible Preferred Stock, Series B Convertible Preferred Stock and Series C Convertible Preferred Stock A. Series B and
Series C Preferred Stock were $1.000,000, $5,033.367. and $30.000.052. respectively, as of December 31, 1998. In the event the assets of the
Company are insufficient to pay liquidation preference amounts, all of the assets available for distribution shall be distributed to each holder of Series
Preferred Stock pro rata in proportion to the number of shares of Series Preferred Stock held by such holder.

Shares of the Series Preferred Stock may be converted at any ume, at the option of the holder, into shares of Common Stock. The number of shurcs
of voting Common Stock to be received upon conversion is subject to adjustment in the event of stock dividends and subdividends, certain
combinations of Common Stock. and issuances of Common Stock and of securities convertible into Common Stock that have a dilutive effect. As of
December 31, 1998, each share of Series Preferred Stock was convertible into 2.9 shares of Common Stock.

INVESTMENT AND STOCKHOLDERS' AGREEMENT

Pursuant to the terms of the [nvestment and Stockholders' Agreement, the Investors and Mr. Jalkut are entitled to certain registration rights with
respect to securittes of the Company. On any three occasions at the option of the holders. the holders of a majority of the securities registrable under
the terms of the Investment and Stockholders' Agreement ("Registrable Securities”) may require the Company to effect a registration under the
Securities Act of 1933 of their Registrable Securities, subject to the Company's right to defer such registration for a period of up to 60 days. In
addition, if the Company proposes to register securities under the Securities Act of 1933 (other than a registration relating either to the sale of
securities to employees pursuant to a stock option, stock purchase or similar plan or a transaction under Rule 145 of the Securities Act), then any of
the holders of Registrable Securities have the right (subject to certain cut-back limitations) to request that the Company register such holder's
Registrable Securities. All registration expenses of the Investors (exclusive of underwriting discount and commissions) up to $60,000 per offering
will be borne by the Company. The Company has agreed to indemnify the Investors against certain liabilities in connection with any registration
effected pursuant to the foregoing terms, including liabilities arising under the Securities Act.

LEASE FROM THE KENILWORTH PARTNERSHIP

The Company has entered into the Headquarters Lease for approximately 10,195 square feet of office space from the Kenilworth Partnership. a
general partnership of which David Schaeffer, a director of the Company, is general partner. The rental rate is approximately $20 per square foot,
plus fees to cover the Company's proportional share of real estate taxes and insurance premiums relating to the
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butiding. The Headquarters Lease expires on August 31, 1999 and may be renewed at the option of the Company for two additional one-year periods
on the sume terms and conditions. Rent paid to the Kenilworth Partnership during the vear ended December 31. 1998, was approximately $282.000,

Management believes that the terms and conditions of the Headquarters Lease are at least as favorable to the Company as those which the Companv
couid have received from an unatfiliated thurd party.
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PART IV

ITEM t4. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K

(a) The following documents are filed as part of this report:

(1) Financial Statements
Consolidated Balance Sheets as of December 31, 1998 and 1997

Consolidated Statements of Operations for the years ended December 31, 1998, 1997 and 1996, and for the period August 25, 1993 (date
of inception) to December 31, 1998

Consolidated Statements of Comprehensive Loss for the years ended December 31, 1998, (997 and 1996, and for the period August 23,
1995 (date of inception) to December 31, 1998

Consolidated Statements of Cash Flows for the years ended December 31, 1998, 1997 and 1996, and for the period August 25. 1995 (date
of inception) to December 31, 1998

Consolidated Statement of Stockholders' Equity (Deficit) for the years ended December 31, 1998, 1997 and 1996. and for the period August
25, 1995 (date of inception) to December 31, 1998

Notes to Consolidated Financial Statements
(2) Financial Statement Schedules

All schedules are omitted because they are not applicable or not required or because the required information is incorporated herein by
reference or included in the financial statements or notes thereto included elsewhere in this report.

(b) Reports on Form 8-K.

On October 6, 1998, the Company filed a report on Form 8-K providing information under [ltems 5 and 7. The Report, dated October
6, 1998 announced the expansion of the Company’s management team to include three new additions to its national sales force.

(¢}  Exhibits.

The following exhibits are filed as a part of this Annual Report on Form
10-K:

EXHIBIT NUMBER DESCRIPTION OF DOCUMENT

I Amended and Restated Certificate of Incorporation

Company and  Certificate of Amendment to such
Incorporation.

3.2 Amended and Restated Bylaws of the Company.

4.1+ Indenture between the Company and The Bank of New York,
trustee, dated April 8, 1998.

4.2++ Pledge  Agreement by and among the Company,
York, as
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10.1*

10.1.1*

10.1.2*

10.1.3(1)

10.3(2)*

10.4(2)*

10.5(2y*

10.6*

10.7*

10.8*

10.9%*

10.9.1**

trustee, and The Bank of New York, as securities intermediary,
dated April 8, 1998.

Form of New Note.
Form of Existing Note (included in Exhibit 4.1).

Master  Agreement by and between the Company and NEC America,

Inc.. dated August 8. 1997, as amended by Amendment  No. |,
dated  November 9, 1997 and Amendment  No. 2, dated April 2,

1998.

Amendment No. 3, dated May 4. 1998 to Master Agreement by and

between the Company and NEC America. Inc.

Amendment  No. 4, dated July 10, 1998 to Master Agreement by
and between the Company and NEC America, [nc.

Amendment No. 3, dated November 20. 1998 to Master Agreement
by and between the Company and NEC America, Inc.

EmploymentAgreement by and  between the Company and Richard
A Jalkut, dated  August 4, 1997, as amended by Amendment to
Employment Agreement, dated April 6, 1998.

Non-Disclosure, Assignment of Inventions and  Non-Competition
Agreement by and between the Company and Kevin Bennis, dated
February 2, 1998.

Pathnet, Inc. 1995 Stock Option Plan.

Pathnet, Inc. 1997  Stock  Incentive Plan, as amended by
Amendment No. | to 1997 Stock Incentive Plan.

Notes  Registration Rights Agreement by and among the Company

and Memill Lynch & Co., Merrill Lynch, Pierce, Fenner & Smith

Incorporated, Bear, Stearns & Co. Inc., TD Securities (USA)
Inc. and Salomon Brothers Inc  (collectively, the "Initial

Purchasers"), dated April 8, 1998.

Warrant  Agreement by and between the Company and The Bank of
New York, as warrant agent, dated April 8, 1998.

Warrant Registration Rights Agreement by and among the
Company,  Spectrum  Equity Investors, L.P, New Enterprise
Associates Vi, Limited Partnership, Onset Enterprise
Assoctates tl, L.P., FBR Technology Venture  Partners, L.P,
Toronto Dominion Capital (U.S.A.) Inc., Grotech Partners [V,

L.P, Richard A. Jalkut, David  Schaeffer and the Initial
Purchasers, dated Aprit 8, 1998.

Investment and Stockholders Agreement, dated as of October 31,
1997 (the "Investment and Stockholders' Agreement”), by and
among the Company and certain stockholders of the Company.

Consent, Waiver and Amendment, dated as of March 19, 1998,
relating to the Investment and Stockholders' Agreement.
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10.9.2%*

10.10*

10.10.1*
10.10.2(1

10.11(2)*

10.12(2)*

21D

27.1(1)

ek

(1)

(2)

Amendment No. | to the Investrnent and Stockholders' Agreement,
dated as of April I, 1998.

Lease Agreement. by and berween 6715 Kenilworth Avenue General
Partnership and the Company, dated August 9, 1997, as amended
by Amendment to Lease. dated March 3, 1998.

Second Amendment to Lease, dated June 1, 1998.

Third Amendment to Lease, dated September 1, 1998.

Non-Qualified Stock  Option  Agreement by and between  the
Company and Richard A. Jalkut, dated August 4, 1997,

Non-Qualified Stock  Option  Agreement by and between  the
Company and David Schaeffer, dated October 31, 1997.

Subsidiaries of the Company.

Financial Data Schedule for the year ended December 31, 1998.

Incorporated by reference to Exhibit 10.19 to the Company's
Registration Statement on Form S-I (Registration No.
333-52247) filed by the Company with  the  Securities and
Exchange Commission on May 8, 1998.

Incorporated by reference to Exhibit 10.20 to the Company's
Registration Statement on Form S-I (Registration No.

333-52247) filed by the Company with  the  Securities and
Exchange Commission on May 8, 1998.

Incorporated by reference to the corresponding exhibit to the
Company's Registration Statement on Form S-1 (Registration No.

333-52247) filed by the Company with  the  Securities and
Exchange = Commission  on May 8, 1998, as amended by Amendment
No. | to such Registration Statement filed with the Securities

and Exchange Commission on July 16, 1998, as further amended
by Amendment No. 2 to such Registration Statement filed with

the Securities and Exchange Commission on July 27, 1998, and

as further amended by Amendment  No. 3 to such Registration
Statement filed with the Securities and Exchange Commission on

August 10, 1998.

Incorporated by reference to the corresponding exhibit to the
Company's Registration Statement on Form S-4 (Registration No.

333-53467) filed by the Company with the  Securities and
Exchange  Commission  on May 22, 1998, as amended by Amendment

No. | to such Registration Statement.

Filed herewith.

Constitutes management contract or compensatory arrangement.
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange
Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the undersigned. thereunto duly authorized. in the District of
Columbia on this 16th day of March 1999,
PATHNET, INC.

Byv: /s/ Michael A. Lubin

Name: Michael A. Lubin
Title: Vice President, General Counsel And
Secretary

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of the
Registrant and in the capacities and on the dates indicated.
SIGNATURE TITLE DATE

is/ Richard A. Jalkut
---------------------- Chief Executive Officer and

Richard A. Jalkut Director March 16, 1999
/s/ William R. Smedberg V Executive Vice-President
Corporate Development
William R. Smedberg, V (Principal Accounting and
Financial Officer) March 16, 1999
--------------- Director March , 1999

David Schaeffer

/s/ Peter J. Barris Director March 17, 1999

Peter J. Barris

/s/ Kevin J. Maroni Director March 11, 1999

Kevin J. Maroni

/s/ Patrick J. Kerins Director March 11, 1999

Patrick J. Kerins

/s/ Richard K. Prins Director March 17, 1999

Richard K. Prins

/s/ Stephen A. Reinstadtler Director March 15, 1999

Stephen A. Reinstadtler
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December 31, 1998, 1997 and 1996, and for the period August 25, 1995
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inception) to December 31, 1998

Consolidated Statement of Stockholders’ Equity (Deficit) for the years
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1995 (date of inception) to December 31, 1998
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Report of [ndependent Accountants

To the Board of Directors and Stockholders Pathnet, Inc.

{n our opinion, the consolidated financial statements listed in the accompanying index present fairly. in all material respects, the financial position
of Pathnet, Inc. and its subsidiaries (the Company) at December 31, 1998 and 1997, and the results of their operations and their cash flows for cach of
the three years in the period ended December 31, 1998 and for the period August 25, 1995 (date of inception) to December 31, 1998, in conformity
with generally accepted accounting principles. These financial statements are the responsibility of the Company's management: our responsibility is
to express an opinion on these financial statements based on our audits. We conducted our audits of these statements in accordance with generally
accepted auditing standards, which require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for the opinion expressed above.

PricewaterhouseCoopers LLP

McLean, VA
February 14, 1999



PATHNET, INC.
(A Development Stage Enterprise)
CONSOLIDATED BALANCE SHEETS

December 21,

1998 1997
ASSETS
Cash and cash equivalents $37.321.887 $7.831.384
Note receivable 3.206.841
Interest receivable 3.848.753
Marketable secunties availabte for sale. at market 97.8395.773 -
Prepaid expenses and other current assets 205,505 48.571
Total current assets 162.478.759 7.879.953
Property and equipment. net 47.971.336 7.207.094
Deferred financing costs. net 10.508.251 250,428
Restncted cash 10.731.353 760.211
Marketable securities available for sale. at market 71.899.757 -
Pledged marketable securities held to maturity 61.824.673 -
Tortal assets $3163.414.129 516.097.638
LIABILITIES. MANDATORILY REDEEMABLE PREFERRED STOCK
AND STOCKHOLDERS' EQUITY (DEFICIT)
Accounts payable $10.708.263 $5.592.918
Accrued interest 8.932.294 -
Accrued expenses and other liabilities 639,688 300,000
Total current liabilities 20.280.245 5.892.918
12 1/4% Senior Notes. net of unamortized bond discount of $3,787.875 346,212,125 -
Total liabilities 366,492 370 5.892.918
Series A convertible preferred stock. $0.01 par value. 1.000.000 shares authorized. issued and
outstanding at December 31, 1998 and 1997. respectively (liquidation preference $1.000.000) 1.000.000 1.000.000
Series B convertible preferred stock. $0.01 par value. 1.651,046 shares authorized, issued and
outstanding at December 31, 1998 and 1997, respectively (liquidation preference $5.033.367) 5.008.367 5.008.367
Series C convertible preferred stock. $0.01 par value. 2.819.549 shares authorized; 2.819,549
and 939.850 shares issued and outstanding at December 31. 1998 and 1997, respectively
(liquidation preference $30.000,052) 29961272 9961.274
Total mandatorily redeemable preferred stock 35.969.639 . 15,969,641
Common stock.  $0.01 par value, 60.000.000 and 7.500.000 shares  authorized at
December 31, 1998 and 1997, respectively; 2902358 and 2,900,000  shares
issued and
outstanding at December 31. 1998 and 1997, respectively 29.024 29.000
Common stock subscription receivable - (9.000)
Deferred compensation (978.064) -
Additional paid-in capital 6,156,406 381.990
Accumulated other comprehensive income 208.211 -
Deficit accumulated during the development stage {42,463.457) (6.166.861)
Total stockholders' equity (deficit) 37.047.880) (5.764.871)
Total liabilities. mandatorily redeemable preferred stock and stockholders' equity (deficit) $365.414.129 $16.097.688

The accompanying notes are an integral part of these consolidated financial
statements.
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Revenue

Operating expenses:

Cost of revenue

Selling, general and administrative
Research and development
Depreciation expense

Total operating expenses

Net operating loss

Interest expense

Interest income

Write-oft of initial public offering costs
Other income (expense), net

Net loss

Basic and diluted loss per
common share

Weighted average number of
common shares outstanding

PATHNET, INC.
(A Development Stage Enterprise)
CONSOLIDATED STATEMENTS OF OPERATIONS
For the period

For the year ended August 25, 1993
December 31, (date of inception)

to December 31,

199 199 1996 1998
1,583,539 $162.500 $1.000 $1,747,039
7.547.620 - - 7.547.620
9.615.867 4.247.101 1.333.294 15,625.349
732813 46.642 9.024 788,831
17,896,300 4,293,743 1.342.318 22,961,800
(16,312,761 (4.131.243) (1.341.318) (22214761
(32.572,454) - (415.357) (32.087.811)
13,940,240 159,343 13.040 14.115.236
(1,354,334 - - (1,354,534)
2913 (5,300) - (2.387)
$(36,296.596) $(3,977.400) 8(1,743,635) (42 444 457)
12.51 1.37 0.60 S(14.63)
2,902,029 2.900.000 2,900,000 2.900,605

The accompanying notes are an integral part of these
consolidated financial statements.
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Net loss
Other comprehensive income
Net unreahzed gain on marketable

securittes available tor sale

Comprehensive loss

PATHNET, INC.

(A Development Stage Enterprise)

CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

For the year ended

For the period
August 25, 1995
(date of inception)

December 31,
1998 1997
$(36.296.596) $(3.977,400)
208.211 -
$(36,088.285) $(3,977.400)

o December 31,
1996 1998

$(1,743,635) S(42.444,457)

= 208,211

$(1.743.635) $(42,236.246)

The accompanying notes are an integral part of these consolidated financial

statements.
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PATHNET, INC.

(A Development Stage Enterprise)
CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:

Net loss

Adjustment to reconcile net loss to net cash used in operating
activities

Depreciation expense

Amortization of deterred financing costs

Loss on disposal of asset

Write-off of deferred financing costs

Interest expense resulting from amortization of discount on
the bonds payable

Stock based compensation

Interest expense for beneficial conversion feature of
bridge loan

Accrued interest satisfied by conversion of bridge loan to
Series B convertible preferred stock

Changes in assets and liabilities:

Interest receivable

Prepaid expenses and other current assets

Accounts payable

Accrued interest

Deferred revenue

Accrued expenses and other liabilities

Net cash used in operating activities

Cash flows from investing activities:

Expenditures for network in progress

Expenditures for property and equipment

Purchase of marketable securities available for sale
Purchase of marketable securities - pledged as collateral
Sale of marketable securities - pledged as collateral
Restricted cash

Issuance of note receivable to incumbent

Repayment of note receivabie

Net cash used in investing activities

Cash flows from financing activities:

[ssuance of voting and non-voting common stock

Proceeds from sale of preferred stock

Proceeds from sale of Series B conventible preferred stock
representing the conversion of committed but undrawn portion
of bridge loan to Series B convertible preferred stock
Proceeds from bond offering

Proceeds from bridge loan

Exercise of employee common stock options

Payment of issuance costs for preferred stock offerings
Payment of deterred financing costs

Net cash provided by financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at the beginning of period

Cash and cash equivalents at the end of period

Supplementat disclosure:
Cash paid for interest

Noncash investing and financing transactions:

Conversion of bridge loan plus accrued interest to

Series B convertible preferred stock

Conversion of non-voting common stock to voting common stock

Issuance of voting and non-voting common stock

Acquisition of network equipment financed by accounts payable

The accompanying notes are an integral part of these consolidated financial
statements.

For the vear ended

For the period
August 25, 1995
(date ot inception)
to December 31.

December 31.
1998 1997
$(36.296.596) $(3.977.400)
732.813 46.642
842.790 -

- 5.500
581.334 -
307.125 --
701.295 -

(4.846.952) -
(156.935) (46.876)
6,709 386.106
8.932.294 --
339,688 269,783
28.856,435) (3,316.245)
(33.619.342) (1,739.782)
(2,769.076) (381.261)
(169.587.319) -
(83.097.655) --
2227118t -
(9.971,142) (760.211)
(3.206.841) --
9.000 =
(279.971,194) {2,881.254)
19,999.998 12,000,054
350,000.000 -
81 -

- (38,780)
(11.,681,947) (250,428)
358,318,132 11,710,846

49,490,503 5.513,347
7.831,384 2,318,037
357,321,887 $7.831,384
$22,271.234 S
3= 3=
$10.200.650 $5.092013

199 1998

$(1.743.635) S(244L457)

9.024 788.831

- 842.790

- 3.500

- 581.334

- 307.125

- 701.295
381.990 181.990
33.367 33.367
- (4.846.952)
(1.695) (205.505)
110.094 507.614
- 8.932.294
17,572 639 687
(1.193,283) (33.775.087)

- (35.359.129)

{46.653) (3.205.893)
- (169.587.319)
- (83.097.655)
- 22271181
- (10.731.353)
-- (3.206.841)

= 9.000

46,653 282.908.004

- 1.000
2,500.000 35.000.052
300.000 300.000
-- 350,000.000
700.000 700.000
- 81
(25.000) (63.780)
= (11,932.375)
3,475,000 374,004,978
2,235,064 57.321.887

82,973 =

2318037 57.321.887

S $22.271234
$733.367 $733.367
14,500 $500
$-- 9.000
$or 10,200,650






PATHNET INC.
(A Development Stage Enterprise)
STATEMENTS OF STOCKHOLDERS' EQUITY (DEFICIT)
Period from August 25, 1995 (date of inception) to December 31 1995 and

for the years ended December 31, 1996, 1997 and 1998

Deficit
Note Accumuiated  Accumulated
Receivable Additional Other During
Common Stock From Deferred Paid-in Comprehensive Development

Shares Amount Stockholder Compensation Capital Income Stage Total
Balance at August 25, 1995 -- S-- S-- S-- S-- S-- S-- S--
Issuance of Voting common stock 1.450.000 14.500 (4.500) - - - (9.500) 300
Issuance of Non-voting common stock 1.450.000 14.500 (4.500) - - - (9.500) 300
Net loss == - == = = = (426,826) (426.826)
Balance at December 31, 1995 2.900.000 29.000 (9.000) -- -- -- (+45.826) (423.826)
Cancellation of Non-voting common stock (1,450.000) (14.300) -- - - - -- (14.300)
Issuance of Voting common stock 1.450.000 14,500 -- -- -- - -- 14.300
Interest expense tor beneficial conversion -
teature ot bridge loan -- -- -- -- 381.990 - -- 381.990
Net loss = - = = - - (1.743.633) (1.743.633)
Balance at December 31, 1996 2.900.000 29.000 (9.000) - 381.990 - (2.189.461) (1787471
Net loss - - == - - - (3.977,400) (3,977,400
Balance at December 31, 1997 2.900.000 29,000 (9.000) - 381.990 - (6.166.861) (3.764.871)
Exercise of stock options 2.358 24 -- -- 57 -- -- 31
Repayment of note receivable - -- 9.000 - - - - 9.000
Deferred compensation expense related to
issuance of employee common stock options -- -- -- (1,679.359) 1,679.359 -- - -
Compensation expense related to tssuance of
employee common stock options - - - 701.295 - - - 701.295
Fair value of warrants to purchase common -
stock -- - - - 4.095.000 -- - 4.095.000
Net unrealized gain on marketable securities
available for sale -- - - - - 208.211 - 208.211
Net loss - = = = = = (36.296,596) (36,296,596)

2.902,358 29.024 - $(978,064)86.156,406 $208,2118(42,463,457 $(37.047,880)

The accompanying notes are an integral part of these consolidated financial

statements.
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PATHNET, INC.
(A DEVELOPMENT STAGE ENTERPRISE)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. THE COMPANY

Pathnet, Inc. (Company) is a leading "carrier's carrier”. providing high-quality. low-cost digital fiber and wireless communications capacity to
under-served and second- and third-tier U.S. markets. The Company's strategy is to partner with owners of telecommunication assets. including
utility, pipeline and railroad companies (Incumbents), to upgrade and aggregate existing infrastructure to a state-of-the-art SONET network. As of
December 31, 1998, the Company had approximately 2.000 route miles of completed network, approximately 5.000 route miles of network under
construction and approximately 10,000 route miles of network under contract. Due to demand and opportunity, Pathnet expanded the scope of its
existing business strategy to include fiber. Pathnet offers telecommunications service to inter-exchange carriers, local exchange carriers, internet
service providers, Regional Bell Operating Companies, cellular operators and resellers.

The Company's business has been funded primarily through equity investments by the Company's stockholders and a private placement in April
1998 of units consisting of 12 1/4% Senior Notes due 2008 (Restricted Notes) and warrants (Warrants) to purchase Common Stock (Debt Offering).
On September 2, 1998, the Company commenced an offer to exchange (Exchange Offer) all outstanding Restricted Notes for up to $350.0 million
aggregate principal amount of 12 1/4% Senior Notes due 2008 (Registered Notes) which have been registered under the Securities Act of 1933 as
amended (Securities Act). The terms of the Registered Notes are identical in all material respects to the terms of the Restricted Notes. except that the
Registered Notes have been registered under the Securities Act and are generally freely transferable by holders thereof and are issued without any
covenant upon the Company regarding registration under the Securities Act. The Exchange Offer expired on October 2, 1998 and all outstanding
Restricted Notes were exchanged for Registered Notes. (The Restricted Notes and the Registered Notes are collectively referred to herein as the
"Senior Notes".)

A substantial portion of the Company's activities to date has involved developing strategic relationships with Incumbents and building its network.
Accordingly, a majority of its revenues to date reflect only certain consulting and advisory services in connection with the design, development and
construction of digital microwave infrastructure. The remainder of its revenues to date (approximately 10 per cent of its total revenues) was derived
from the sale of bandwidth along the Company's digital network. The Company has also been engaged in constructing network, developing operating
systems, constructing a network operations center, raising capital and hiring management and other key personnel. The Company has experienced
significant operating and net losses and negative operating cash flow to date and expects to continue to experience operating and net losses and
negative operating cash flow until such time as it is able to generate revenue sufficient to cover its operating expenses.

2.  SIGNIFICANT ACCOUNTING POLICIES

BASIS OF ACCOUNTING

While the Company recently commenced providing telecommunication services to customers and recognizing the revenue from the sale of such
telecommunication services, its principal activities to date have been securing contractual alliances with Incumbents, designing and constructing

network
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PATHNET, INC.
(A DEVELOPMENT STAGE ENTERPRISE)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

segments. obtaining capital and planning its proposed service. Accordingly, the Company's consolidated financial statements are presented as a
development stage enterprise, as prescribed by Statemment of Financial Accounting Standards No. 7, "Accounting and Reporting by Development
Stage Enterprises.” As a development stage enterprise. the Company has been relying on the issuance of equity and debt securities, rather than
recurring revenues, for its primary sources of cash since inception.

CONSOLIDATION

The consolidated financial statements include the accounts of Pathnet, Inc. and its wholly-owned subsidiaries, Pathnet Finance [. LLC, Pathnet-1daho
Power License, LLC, Pathnet Fiber Optics. LLC and Pathnet/BNSF Equipment, LLC. All material intercompany accounts and transactions have been
eliminated in consolidation.

USE OF ESTIMATES

The preparation of the financial statements in conformity with generally accepted accounting principles requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reported pericd. The estimates involve judgments with respect to, among other things, various future factors which are
difficult to predict and are beyond the control of the Company. Actual amounts could differ from these estimates.

LOSS PER SHARE

Basic eamings (loss) per share is computed by dividing net income (loss) by the weighted average number of shares of Common Stock
outstanding during the applicable period. Diluted earnings (loss) per share is computed by dividing net income (loss) by the weighted average
common and potentially dilutive common equivalent shares outstanding during the applicable period. For each of the periods presented, basic and
diluted loss per share are the same. The exercise of 2,885,833 employee Common Stock options, the exercise of warrants to purchase 1.116,500
shares of Common Stock, and the conversion of 5.470,595 shares of Series A, B and C convertible preferred stock into 15,864,715 shares of
Common Stock as of December 31, 1998, which could potentiaily dilute basic earnings per share in the future were not included in the computation
of diluted loss per share for the periods presented because to do so would have been antidilutive in each case.

FAIR VALUE OF FINANCIAL INSTRUMENTS
The Company believes that the carrying amount of certain of its financial instruments, which include cash equivalents and accounts payable,
approximate fair value due to the relatively short maturity of these instruments. As of December 31, 1998, the value of the Company's 12 1/4%

Sentor Notes was approximately $245 million.

CASH EQUIVALENTS

The Company considers all highly liquid instruments with an original maturity of three months or less to be cash equivalents.
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PATHNET, INC.
(A DEVELOPMENT STAGE ENTERPRISE)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONCENTRATION OF CREDIT RISK

Financial instruments which potentially subject the Company to concentrations of credit risk consist of cash and cash equivalents, marketable
securities and associated interest receivable, note receivable. and restricted cash. Marketable securities and associated interest receivable include LS.
Treasury securities and debt securities of U.S. Government agencies, certificates of deposit and money market funds, and corporate debt securities.
The note receivable is guaranteed by the parent company of the note holder, a leading utility company. The Company has invested its excess cash in
a money market fund with a commercial bank. The money market fund is collateralized by the underlying assets of the fund. The Company's
restricted cash is maintained in an escrow account (see Note §) at a major bank. The Company has not experienced any losses on its cash and cash
equivalents and restricted cash.

MARKETABLE SECURITIES

Management determines the appropriate classification of its investments in marketable securities at the time of purchase and reevaluates such
determinations at each balance sheet date. Debt securities are classified as held to maturity when the Company has the positive intent and ability to
hold the securities to maturity. The Company has classified certain securities as held to maturity pursuant to a pledge agreement. Held to maturity
securities are stated at amortized cost. Debt securities for which the Company does not have the intent or ability to hold to maturity are classified as
available for sale, along with any investments in equity securities. Securities are classified as current or non-current based on the maturity date.
Securities available for sale are carried at fair value based on quoted market prices at the balance sheet date, with unrealized gains and losses reported
as part of accumulated other comprehensive income.

The amortized cost of debt securities is adjusted for amortization of premiums and accretion of discounts to maturity. Such amortization and interest
are included in interest income or expense. Realized gains and losses are included in other income (expense), net in the consolidated statements of
operations. The cost of securities sold is based on the specific identification method. The Company's investments in debt and equity securities are
diversified among high credit quality securities in accordance with the Company's investment policy.

PROPERTY AND EQUIPMENT

Property and equipment. consisting of network in progress, communications network, office and computer equipment, fumiture and fixtures
and leasehold improvements, is stated at cost. Network in progress costs incurred during development are capitalized. Depreciation of the completed
communications network commences when the network equipment is ready for its intended use and is computed using the straight-line method with
estimated useful lives of network assets ranging between three to ten years. Depreciation of the office and computer equipment and fumiture and
fixtures is computed using the straight-line method, generally over three to five years, based upon estimated useful lives, commencing when the
assets are available for service. Leasehold improvements are amortized over the lesser of the useful lives of the assets or the lease term. Expenditures
for maintenance and repairs are expensed as incurred. When assets are retired or disposed, the cost and the related
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PATHNET, INC.
(A DEVELOPMENT STAGE ENTERPRISE)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

accumulated depreciation are removed from the accounts, and any resulting gain or loss is recognized in operations for the period.
IMPAIRMENT OF LONG-LIVED ASSETS

The Company periodically evaluates the recoverability of its long-lived assets. This evaluation consists of a comparison of the carrving value of the
assets with the assets' expected future cash flows, undiscounted and without interest costs. Estimates of expected future cash flows represent
management's best estimate based on reasonable and supportable assumptions and projections. If the expected future cash flow. undiscounted and
without interest charges, exceeds the carrying value of the asset, no impairment is recognized. Impairment losses are measured as the difference
between the carrying value of long-lived assets and their fair value.

DEFERRED INCOME TAXES

The Company uses the liability method of accounting for income taxes. Deferred income taxes result from temporary differences between the tax
bases of assets and liabilities and their financial reporting amounts at each year-end, based on enacted laws and statutory tax rates applicable to the
periods in which the differences are expected to affect taxable income. Valuation allowances are established when necessary, to reduce net deferred
tax assets to the amount expected to be realized. The provision for income taxes consists of the Company's current provision for federal and state
income taxes and the change in the Company's net deferred tax assets and liabilities during the period.

REVENUE RECOGNITION

The Company earns revenue from the sale of telecommunication capacity and for project management and consulting services. Revenue from the
sale of telecommunications capacity is eamned when the service is provided. Revenue for project management and consulting services is recognized
over the related project period as milestones are achieved. The Company defers revenue when contractual payments are received in advance of the
performance of services. During 1998, one customer accounted for 98 per cent of the Company's total revenue.

DEFERRED FINANCING COSTS

The Company has incurred costs related to the Debt Offering together with costs associated with obtaining future debt financing arrangements.
Such costs are amortized over the term of the debt or financing arrangement other than when financing has not been obtained, in which case, the
costs are expensed immediately.

COMPREHENSIVE LOSS

Effective March 31, 1998, the Company adopted Statement of Statement of Financial Accounting Standards No 130 which requires additional
reporting with respect to certain changes in assets and liabilities that previously were reported in stockholders’ equity (deficit). Accordingly, the
Company has included Consolidated Statements of Comprehensive Loss for the years ended December 31, 1998, 1997 and 1996, and for the period
August 25, 1995 (date of inception) to December 31, 1998 in the accompanying financial statements.
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PATHNET, INC.
(A DEVELOPMENT STAGE ENTERPRISE)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

MARKETABLE SECURITIES

The Company's marketable securities are considered "available for sale,” and. as such, are stated at market value. The net unrealized gains and
losses on marketabte securities are reported as part of accumulated other comprehensive income. Realized gains or losses from the sale of marketable
securities are based on the specific identification method.

The following is a summary of the investments in marketable securities at December 31, 1998:

Gross Unrealized

Cost Gains Losses Market Value

Available for sale securities:
U.S. Treasury securities and debt securities

of U.S. Govemment agencies $20,684.791 $11.436 S-- §20.696.227
Ceruficates of deposit and money market
funds 7.098.225 116 878 7.097.463
Corporate debt securities 141,804,303 225972 28,435 142,001,840

$169.3587.319 $237,524 829313 $169.795,530

Proceeds from the sales of available for sale securities and gross realized gains and gross realized losses on sales of avatlable for
sale securities were immaterial during the year ended December 31, 1998.

The amortized cost and estimated fair value of available for sale securities by contractual maturity at December 31, 1998 is as
follows:

Cost Market Value
Due in one year or less $97,863,395 $97,895,773
Due after one year through two years 71.723.924 71,899,757
$169,587.319 5169.795.530

Expected maturities may differ from contractual maturities because the issuers of the securities may have the right to prepay obligations without
prepayment penalties.

In addition to marketable securities, the Company has investments in pledged marketable securities that are pledged as coilateral for repayment of
interest on the Company's Senior Notes through April 2000 (see note 8) and are classified as non-current assets on the consolidated balance sheet. As
of December 31, 1998 pledged marketable securities consisted of U.S. Treasury securities classified as held to maturity with an amortized cost of
approximately S60.8 million, interest receivable on the pledged marketable securities of approximately $998,000 and cash and cash equivalents of
approximately $41,000. Approximately $40.1 million of the investments contractually mature prior to December 31, 1999 and approximately
$20.7 million contractually mature after December 31, 1999 and prior to April 30, 2000.
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PATHNET, INC.
(A DEVELOPMENT STAGE ENTERPRISE)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

4. NOTE RECEIVABLES

Under the terms of a promissory note with an incumbent, the Company agreed to advance up to S10 mitlion principal for the purpose of funding
the incumbent's equipment expenditures under a Fixed Point Microwave Services agreement. Expenses are initially incurred by the Company and are
recharged at cost to the incumbent as principal under the promissory note. The principal amount of the promissory note is due and payable on March
31, 1999. Interest on the promissory note accrues at the rate of § per cent per annum computed from the date of commissioning of the network, which
had not occurred as of December 31, 1998. Commissioning of the network occurs when the network has been completed and is performing in
accordance with agreed upon specifications. Approximately $3.2 million was outstanding under the promissory note as of December 3 [, 1998,

S. PROPERTY AND EQUIPMENT

Property and equipment, stated at cost, is comprised of the following at December 31, 1998 and 1997

1998 1997

Network in progress $38,669,088 $6.831,795
Communications network 6.890.686 --
Office and computer equipment 2,267,647 248,880
Furniture and fixtures 766,013 120,093
Leasehold improvements 166,733 62,344

48,760,167 7,263,112
Less: accumulated depreciation (788.831) (56,018)
Property and equipment, net $47.971.336 $7.207.094

Network construction costs include all direct material and labor costs together with related allocable interest costs, necessary to construct
components of a high capacity digital network which is owned and maintained by the Company. During 1998, a portion of network was completed
and made available for use by the Company, and was transferred from network in process to communications network. Network construction in
progress at December 31, 1998 and 1997 respectively included approximately $10.2 million and $5.1 million, respectively, of telecommunications
equipment not yet paid for by the Company. Corresponding amounts are included in accounts payable at December 31, 1998 and 1997, respectively.

6. DEFERRED FINANCING COSTS

During 1998, the Company incurred total issuance costs of approximately $11.3 million in connection with the Debt Offering. For the year ended
December 31, 1998, amortization of the costs of approximately $843,000 was charged to interest expense.
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PATHNET, INC.
(A DEVELOPMENT STAGE ENTERPRISE)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

As of December 31, 1997, debt-financing costs comprised approximately $250.000 related to costs incurred in anticipation of obtaining debt-
financing arrangements with a vendor. During the year ended December 31, 1998, these costs, together with additional debt financing costs incurred
during the year of approximately $364.000, were charged to interest expense as the related financing arrangements were not consummated.

7. RESTRICTED CASH

Restricted cash comprises amounts held in escrow to collateralize the Company's obligations under certain of its Fixed Point Microwave Services
(FPM) agreements. The funds in each escrow account are available only to fund the projects to which the escrow is related. Generally, funds are
released from escrow to pay project costs as incurred. During the year ended December 31, 1998, the Company deposited approximately $10.3
million in escrow and no funds were released from escrow.

8. LONG-TERM DEBT

During 1998, the Company completed the Debt Offering for total gross proceeds of $350.0 million less total issuance costs of approximately S11.3
million. Upon issuance, approximately $345.9 million of the gross proceeds were allocated to the Senior Notes and approximately S4.1 million were
allocated to the Warrants based upon estimated fair values. The Warrants expire on April 15, 2008. The estimated value attributed to the Warrants
has been recorded as a discount on the face value of the Senior Notes and as additional paid-in capital. This discount is amortized as an increase to
interest expense and the carrying value of the debt over the related term using the interest method. The Company has recorded approximately
$307.000 of expense for the year ended December 31, 1998, related to the amortization of this discount. Interest on the Senior Notes accrues at an
annual rate of 12 1/4 % , payable semiannually, in arrears, beginning October 5, 1998, with principal due in full on April 15, 2008. Interest expense,
exclusive of the amortization of the discount, for the year ended December 31, 1998 was $31.3 million. The Company used approximately $81.1
million of the proceeds related to the Debt Offering to purchase U.S. Government debt securities, which are restricted and pledged as collateral for
repayment of all interest due on the Senior Notes through April 15, 2000. The Company made its first interest payment of approximately $22.3
million on October 15. 1998. The Senior Notes are redeemable, in whole or part, at any time on or after April 15, 2003 at the option of the Company,
at the following redemption prices plus accrued and unpaid interest (i) on or after April 15, 2003; 106% of the principal amount, (ii) on or after April
15, 2004; 104% of the principal amount, (iii) on or after April 15, 2005; 102% of the principal amount and (iv) on or after April 15, 2006; [00% of
the principal amount. In addition, at any time prior to April 15, 2001, the Company may redeem within sixty days, with the net cash proceeds of one
or more public equity offerings. up to 35% of the aggregate principal amount of the Senior Notes at a redemption price equal to 112.25% of the
principal amount plus accrued and unpaid interest provided that at least 65% of the original principal amount of the Senior Notes remain outstanding.
Upon a change in control, as defined, each holder of the Senior Notes may require the Company to repurchase all or a portion of such holder's Senior
Notes at a purchase price of cash equal
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to 101% of the principal amount plus accrued and unpaid interest and liquidated damages if any.

The Semor Notes contain certain  covenants which restrict the activities of the Company including limitations of indebtedness. restricted
payments. issuances and sales of capital stock, affiliate transactions, liens, guarantees, sale of assets and dividends.

9.  CAPITAL STOCK TRANSACTIONS
COMMION STOCK

The initial capitalization of the Company, on August 28, 1995, occurred through the issuance by the Company of 1.450.000 shares of voting
common stock and 1,430.000 shares of non-voting common stock.

On May 8, 1998. the Company filed a Registration Statement with the Securities and Exchange Commission for an initial public offering of
common stock (Initial Public Offering). See "Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations --
Liquidity and Capital Resources” for a discussion of the Company's decision to postpone the Initial Public Offering. In relation to the postporement
of the Initial Public Offering, the Company wrote off approximately $1.4 million in expenses, consisting prirnarily of legal and accounting fees.
printing costs, and Securities and Exchange Commission and Nasdaq Stock Market fees. On July 24, 1998, the Company's stockholders approved a

2.9-for-1 stock split which was effected on August 3, 1998, the record date. All share information has been adjusted for this stock sphit for all periods
presented.

PREFERRED STOCK

As part of its initial capitalization on August 25, 1995, the Company initiated a private offering of 1,000,000 shares of Series A convertible
preferred stock for 51,000,000. Pursuant to the terms of the Investment and Stockholders’ Agreement by and among the Company and certain
stockholders of the Company (Investment and Stockholders’ Agreement), the offering closed in two phases of $500,000 each. As of the signing of the
Investment and Stockholders’ Agreement, the Company received $500,000, representing the first closing on this offering in 1995, [n addition, the
offering provided for a convertible bridge loan in the amount of $1,000,000. The bridge loan carried an interest rate of 12% per annum and was due
and payable in full on the earlier to occur of the anniversary date of the bridge loan issuance or the closing date of the Company’s next equity
financing. The bridge loan was converted into Series B preferred stock at 73% of the price of the Series B convertible preferred stock issued in the
next equity financing.

In February 1996, the Company issued 500,000 shares of Series A convertible preferred stock to the original investors in exchange for

$500,000, representing the second closing under the Investment and Stockholders’ Agreement. In August 1996, the Company drew $700.000 on a
bridge loan with the original investors.

On December 23, 1996, the Company consummated a private offering of 609,756 shares of Series B convertible preferred stock for $2.000,000
less issuance costs of $25,000 pursuant to the Investment and Stockholders' Agreement. In addition, simultaneously, the $700,000 bridge toan plus
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$33.367 of accrued interest was converted into 306,242 shares of Series B convertible preferred stock. The Company recognized $S271.107 of interest
expense to account for the beneficial conversion feature of the bridge loan. In addition, $300,000 representing the committed but undrawn portion of
the bridge loan, was paid to the Company for the sale of 125,292 shares of Series B convertible preferred stock at a discounted rate. The Company
recognized S110.883 of interest expense to account for the beneficial conversion feature of the committed but undrawn bridge loan. On June 1§,
1997, pursuant to the Investment and Stockholders' Agreement, the Company received an additional 52,000,000 in a second closing in exchange for
609.756 shares of Series B convertible preferred stock. There were no issuance costs assoctated with the second closing.

On October 31, 1997, pursuant to the [nvestment and Stockholders' Agreement, the Company consummated a private offering of 939,850 shares
of Series C convertible preferred stock for approximately $10 million, less issuance costs of $38,780. On April 8, 1998, pursuant to the Investment
and Stockholders’ Agreement, the Company consummated a second closing of 1,879,699 shares of Series C convertible preferred stock for an
aggregate purchase price of approximately $20.0 million. There were no 1ssuance costs associated with the second closing.

Each share of Series A, Series B and Series C convertible preferred stock entitles each holder to a number of votes per share equal to the number of
shares of Common Stock into which each share of Series A, Series B and Series C convertible preferred stock is currently convertible.

The holders of the Series A, Series B and Series C convertible preferred stock are entitled to receive dividends in preference to and at the same
rate as dividends are paid with respect to the common stock. In the event of any liquidation, dissolution or winding up of the Company, whether
voluntary or inveluntary, holders of each share of Series A, Series B and Series C convertible preferred stock outstanding are entitled to be paid
before any payment shall be made to the holders of any class of common stock or any stock ranking on liquidation junior to the convertible preferred
stock, an amount, in cash, equal to the original purchase price paid by such holder plus any declared but unpaid dividends.

In the event the assets of the Company are insufficient to pay liquidation preference amounts, then all of the assets available for distribution
shall be distributed pro rata so that each holder receives that portion of the assets available for distribution as the number of shares of convertible
preferred stock held by such holder bears to the total number of shares of convertible preferred stock then outstanding.

Shares of the Series A, Series B, and Series C convertible preferred stock may be converted at any time, at the option of the holder, into voting
common stock. The number of shares of voting common stock entitled upon conversion is the quotient obtained by dividing the face value of the

Series A, Series B and Series C convertible preferred stock by the Applicable Conversion Rate, defined as the Applicable Conversion Value of $0.34,
S$1.13 or $3.67 per share, respectively.

Each share of convertible preferred stock shall automatically be converted into the number of shares of voting common stock which such shares
are convertible upon application of the Applicable Conversion Rate immediately upon the closing of a qualified underwritten public offering
covering the offer and sale of capital stock which is defined as: (i) the Company is valued on a pre-money basis at greater than $50.000,000, (ii) the
gross proceeds received by the Company exceed $20,000,000, and (iii)
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the Company uses a nationally recognized underwriter approved by holders of a majority interest of the Series A, Series B and Series C convertible
preferred stock voting together.

if the Company issues any additional shares of common stock of any class at a price less than the Applicable Conversion Value, in effect for the
Series A. Series B or Series C convertible preferred stock immediately prior to such issuance or sale, then the Applicable Conversion Value shall be
adjusted accordingly.

In the event a qualified public offering has not occurred prior to December 23, 2000, the holder of shares of Series A or Series B preferred stock
can require the Company to redeem the shares of Series A and Series B convertible preferred stock. After receipt from any one holder of an election
to have any shares redeemed. the Company is required to send a notice to the Series A and Series B preferred stockholders on December 24, 2000 of
the redemption price. If after sending the redemption notice to Series A and Series B preferred stockholders, the Company receives requests for
redemption on or prior to January 11, 2001, from the holders of at least 67% of the Series A and Senes B convertible preferred stock taken together,
the Company must redeem all shares of Series A and Series B convertible preferred stock. Payment of the redemption price is due on January 23,
2001, for a cash price equal to the original purchase price paid by such holders for each share of Series A and Series B convertible preferred stock as
adjusted for any stock split, stock distribution or stock dividends with respect to such shares. The successful completion of a qualified public offering

1s not within the control of the Company. Therefore, the Company does not present the Series A and Series B preferred stock as a component of
stockholders' equity.

In the event that a qualified public offering has not occurred prior to November 3, 2001, the holder of shares of Series C preferred stock can require
the Company to redeem the shares of Series C convertible preferred stock. After receipt from any one holder of an election to have any shares
redeemed, the Company is required to send a notice to the Series C preferred stockholders on November 4, 2001 of the redemption price. If after
sending the redemption notice to Series C preferred stockholders, the Company receives requests for redemption on or prior to November 21, 2001,
from the hoiders of at least 67% of the Series C convertible preferred stock, the Company must redeem all shares of Series C convertible preferred
stock. Payment of the redemption price is due on December 3, 2001 for a cash price equal to the original purchase price paid by such holders for each
share of Series C convertible preferred stock as adjusted for any stock split, stock distribution or stock dividends with respect to such shares. The
successful completion of a qualified public offering is not within the control of the Company. Therefore, the Company does not present the Series C
preferred stock as a component of stockholders' equity.

Notwithstanding the provisions for optional redemption described above, pursuant to a Consent Waiver and Amendment effective March 24, 1998
among the Company and certain stockholders of the Company, the holders of the Series A, Series B and Series C convertible preferred stock agreed
that no optional redemption of the Series A, Series B or Series C convertible preferred stock may be made by the Company prior to 90 days after (i)

the final matunty dated of the Senior Notes (ii) or such earlier date (after the redemption date specified for such preferred stock) as the Sentor Notes
shali be paid in full.
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10. STOCK OPTIONS

On August 28, 1995, the Company adopted the 1995 Stock Option Plan {1995 Plan), under which incentive stock options and non-qualified stock
options could be granted to the Company's employees and certain other persons and entities in accordance with law. The Compensation Commitiee,
which administers the 1993 Plan, determined the number of options granted, the vesting period and the exercise price of each award made under the
1995 Plan. The 1995 Plan will terminate August 28, 2005 unless terminated earlier by the Board of Directors. During 1998, the Compensation
Committee determined that no further awards would be granted under the 1995 Plan.

Options granted to date under the 1995 Plan generally vest over a three period and expire either 30 days after termination of employment or 10 vears
after date of grant. As of December 31, 1998, a total of 70,731 non-qualified stock options and 424,393 incentive stock options were issued at an
exercise price of 50.03 per share, an amount estimated to equal or exceed the per share fair value of the common stock at the time of grant. As of
December 31, 1998, the options issued at an exercise price of S0.03 had a weighted average contractual life of 6.68 years. As of December 31, 1998,
490.410 of the options issued at an exercise price of $0.03 were exercisable.

On August [, 1997, the Company adopted the 1997 Stock Incentive Plan (1997 Plan), under which incentive stock options, non-qualified stock
options, stock appreciation rights, restricted stock, performance awards and certain other types of awards may be granted to the Company's
employees and certain other persons and entities in accordance with the law. To date, only non-qualified stock options have been granted under the
1997 Plan. The Compensation Committee, which administers the 1997 Plan, determines the number of options granted, the vesting period and the
exercise price of each award granted under the 1997 Plan. The 1997 Plan will terminate July 31, 2007 unless earlier terminated by the Board of
Directors.

Options granted under the 1997 Plan generally vest over a three to seven year period and expire: (1) ten years after the date of grant, (2) two vears
after the date of the participant's termination without cause, disability or death, (3) three months after the date of the participant's resignation, (4) on
the date of the participant’s termination with cause or (5) on the date of any material breach of any confidentiality or non-competition covenant or
agreement entered into between the participant and the Company.

The options issued on October 31, 1997, at $3.67, vest on October 31, 2004 provided, however (i) if the Company has met 80% of its revenue and
Eamings Before Interest, Taxes, Depreciation and Amortization (EBITDA) budget for the calendar year ending December 31, 1998, which budget is
approved by the Board of Directors of the Company, 50% of the shares covered by the options shall vest and become exercisable on January 1, 1999.
(i1) if the Company has met 80% of its revenue and EBITDA budget for the calendar year ending December 31, 1999, which budget is approved by
the Board of Directors of the Company, the remaining 50% of the shares covered by the options shali vest and become exercisable on January 1,
2000, and (iii) in the event that the first 50% of the shares covered by the options did not vest on January 1, 1999 as set forth in (i) above and the
Company not only meets 80% of its revenue and EBITDA budget for the year ending December 31, 1999 but exceeds 80% of its
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revenue and EBITDA budget for the year ending December 31, 1999, which budget is approved by the Board of Directors of the Company, in an
amount at least equal to the deficiency that occurred in the year ending December 31, 1998, [00% of the shares covered by the options shall vest and
become exercisable on January |, 2000. Unvested and uncancelled options issued at $3.67 immediately become fully vested and exercisable upon a
change of control or a qualified public offering, as defined in the option agreement.

The options issued at S1.13 vest ratably over three or four consecutive years subject to certain acceleration provisions set forth in an employvment
agreement such as the immediate vesting upon a change in control or a qualified initial public offering. Under certain circumstances and subject to
the terms of the Senior Notes, upon the election of the employee upon termination of employment, the Company wiil be required to pay the emplovee
the fair value of the vested options held on the date of such termination.

As of December 31, 1998, a total of 2,390,707 non-qualified options were issued and outstanding, 1,523,323 at an exercise price of S1.13 per
share, 520.134 at an exercise price of $3.67 per share and 347,250 at an exercise price of $5.20 per share. Of the options issued at $1.13. 425,790
shares were exercisable at December 31, 1998. None of the options issued at $3.67 or $5.20 were exercisable at December 31, 1998. As of December
31, 1998, the weighted average contractual life of the options issued at $1.13, $3.67 and $5.20 was 8.9 and 8.9 and 9.9 years, respectively.

During the year ended December 31, 1998, 667,373 and 89,721 options were issued at an exercise price of S1.13 and $3.67 per share, respectively.
The estimated fair value of the Company's underlying common stock in each case was determined to be $1.99 per share and $16.00. respectively.
Accordingly, the Company calculated deferred compensation expense of approximately $1.7 million related to the options granted during the year
and recognized compensation expense of approximately $701,000. The Company will recognize the balance of the compensation expense over the
remainder of the vesting period of the options.
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Stock option activity was as follows:

1995 Plan 1997 Plan

Non- Non- Weighted

Incentive Qualified Qualified Average

Stock Stock Stock Exercise

Opuions Options Price Options Price Price
Options outstanding. December 31. 1995 410.248 70.731 $0.034 - - $0.024
Granted 14.147 7.074 $0.034 - -- $0.034
Exercised - - - - - --
Canceled = = = = = pit
Options outstanding. December 31. 1996 424,395 77.803 $0.034 - -- S0.034
Granted - - - 1,289.167 $1.13-83.67 $1.980
Exercised -- - - -- -- -
Canceled o - - - == -
Options outstanding. December 31. 1997 424,395 77.805 $0.034 1,289,167 $1.13-83.67 S1.430
Options granted - - - 1.107.094 $1.13-85.20 $2.622
Options exercised - (2.358) $0.034 - - --

Options cancelled - (4,716) $0.034 {5.554) $1.13-85.20 3.145
Options outstanding at December 31. 1998 424,395 70,731 $0.034 2,390,707 $1.13-8520 $1.888

The Company measures compensation expense for its employee stock-based compensation using the intrinsic value method and provides pro forma
disclosures of net loss as if the fair value method had been applied in measuring compensation expense. Under the intrinsic value method of
accounting for stock-based compensation, when the exercise price of options granted to employees is less than the fair value of the underlying stock
on the date of grant, compensation expense is to be recognized over the applicable vesting period.

Year Ended December 31,

1998 1997 1996
Net loss as reported $36,296,596 $3,977,400 $1,743,635
Pro forma net loss $36,859,594 $3,978,164 $1,747,570
Basic and diluted net loss per
share as reported. $(12.51) $(1.37) $(0.60)
Pro forma basic and diluted net
loss per share $(12.70) $(1.37) $(0.60)

The fair value of each option is estimated on the date of grant using a type of Black-Scholes option pricing model with the following weighted-
average assumptions used for grants during the years ended December 31, 1997 and 1996, respectively: dividend yield of 0%, expected volatility of
0%, risk-free interest rate of 6.55% and 6.35% and expected terms of 5.0 and 5.8 years. The following weighted-average assumptions were used for

grants during the year ended December 31, 1998: dividend yield of 0%, expected volatility of 0%, risk-free interest rate of 5.18% and expected terms
of 5.5 years.
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As of December 31, 1998 and 1997, the weighted average remaining contractual life of the options is 8.63 years and 9.21 vears, respectivelv. As
of December 31, 1998 and 1997 the pro forma tax effects would include an increase to the deferred tax asset and the valuation allowance of
approximately $225,000, and $300 respectively; therefore, there is no pro forma tax effect.

1.  VENDOR AGREEMENTS

Pursuant to a Master Agreement entered into by the Company and NEC on August 8, 1997, as amended. the Company has the option to acquire, by
March 31, 2003, a total of S200 million worth of certain equipment, services and licensed software to be used by the Company in its network under
pricing and payment terms that the Company believes are favorable. In addition, NEC has agreed, subject to certain conditions. to warranty
equipment purchased by the Company from NEC for three years, if defective, to repair or replace certain equipment promptly and to maintain a stock
of critical spare parts for up to 15 years. The Company’s agreement with NEC provides for fixed prices during the first three years of its term. As of
December 31, 1998, the Company had purchased $31.1 million of equipment under this agreement.

Pursuant to a supply agreement entered into by the Company and Lucent Technologies (Lucent) on December 18, 1998, the Company agreed that
Lucent should be its exclusive supplier of fiber optic cable for its nationwide, voice and data network. Lucent may provide financing of up to
approximately $400 million of fiber purchases for the construction of the Company’s network and may provide or arrange financing for future phases
of the fiber portion of the Company's network. The total amount of financing over the life of this seven-year agreement is not to exceed $1.8 billion.
Certain matenial terms of the Company's transactions with Lucent are currently under review by Lucent and the Company. There can be no assurance
that the financing contemplated by the supply agreement will be consummated or, if consummated, consummated on the terms and conditions
described above. The supply agreement provides that Lucent will provide the Company with a broad level of support, including fiber optic
equipment, network planning and design, technical and marketing support, and financing. As of December 31, 1998, no purchases were made by the
Company under this agreement.

12.  COMMITMENTS AND CONTINGENCIES

The Company maintains office space in Washington, D.C., Kansas and Texas. The most significant lease relates to the Company's headquarters
facility in Washington, D.C. The partnership leasing the space in Washington, D.C. is controlled by a director of the Company. The lease expires on
August 31, 1999, and is renewable by the Company for two additional one-year periods. Rent paid to this related party during the year ended
December 31, 1998, 1997 and 1996, was $281,890, 560,980 and S0, respectively. The Company has no amounts due to the related party as of
December 31, 1998.

On December 30, 1998, the Company entered into a lease agreement for the lease of tower site space, sufficient to perform its obligations under a
fixed point microwave agreement (FPMA) with an incumbent. Under the terms of the lease, the Company is obligated to rent of $130.000 per month
for a period expiring on the later of (i) the expiration of the FPMA as to that site, or (ii) ten years from the
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effective date of the agreement. The agreement provides for an increase in the rent payable commencing on December 1. 1999 and on cach
succeeding year thereafter to December 1, 2008, by an amount equal to 4 per cent of the rent then in effect.

The Company's future minimum rental payments under noncancellable operating leases are as follows:

1999 $2.177,440
2000 1.913.822
2001 1,967,214
2002 2,033,577
2003 and thereafter 12,089,432
Total $20.181.485

Rent expense for the years ended December 31 1998, 1997, and 1996 was $389,969, S114,673 and $4,399. respectively.

The Company earns microwave telecommunication capacity revenue under an indefeasible right of use (IRU) agreement dated
December 1, 1998, of $137,000 per month commencing December 1998 and expiring on the later of (i) the expiration of the FPMA as to
that site, or (ii) ten years from the effective date of the agreement. The IRU agreement provides for an increase in the rent receivable
commencing on December [, 1999 and on each succeeding year thereafter to December 1, 2008, by an amount equal to 4 per cent of the
rent then in effect.

In exchange for a non-compete agreement, the Company has agreed to pay a senior management employee a severance payment of
$275,000, if such employee's employment with the Company is terminated.

As at December 31, 1998, the Company had capital commitments of approximately $28.0 million relating to telecommunications and
transmission equipment.

13. INCOME TAXES

The tax effect of temporary differences that give rise to significant portions of the deferred tax asset at December 31, 1998 and 1997, is as follows:

December 31,
1998 1997

Deferred revenue $949 S117,000
Capitalized start-up costs 1,370,937 1,271,227
Capitalized research and development costs 66,111 79,333
Net operating loss carryforward. 15,325,484 754,458

16,763,481 2,222018
Less valuation allowance (16,763.481) (2,.222.018)
Net deferred tax asset S-- S--



Capitalized costs represent expenses incurred in the organization and start-up of the Company. For federal income tax purposes. these costs are
being amortized over sixty months.

The ultimate realization of deferred tax assets is dependent upon the generation of future taxable income in the periods in which those temporury
differences are deductible. The Company has provided a valuation allowance against its deferred tax assets as they are long-term in nature and their

ultimate realization cannot be determined.
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Exhibit 3.1
CERTIFICATE OF AMENDMENT
OF
RESTATED CERTIFICATE OF INCORPORATION
OF
PATHNET, INC.

Adopted in accordance with the provisions of Section 242 of
the General Corporation Law of the State of Delaware
We, William R. Smedberg, V, Vice President, Finance and Corporate Development, and Michael A. Lubin, Vice President, General Counsel and
Secretary, of Pathnet. Inc.. a corporation organized and existing under and by virtue of the General Corporation Law of the State of Delaware (the
"Corporation”), DO HEREBY CERTIFY as follows:

FIRST: The Restated Certificate of Incorporation of the Corporation is hereby amended by deleting the current Section 10 thereof it in its
entirety and renumbering Section 11 as new Section 10.

SECOND: This Amendment has been duly adopted in accordance with the provisions of Section 242 of the General Corporation Law of the State
of Delaware.



IN WITNESS WHEREOF. the Corporation has caused this Certificate to be signed by William R. Smedberg, V. Vice President. Finance and
Corporate Development. and attested to by Michael A. Lubin, Vice President, General Counsel and Secretary, on this Sth day of December, 1998,

PATHNET, INC.

By: /s/ William R. Smedberg, V

William R. Smedberg, V
Vice President,
Finance and Corporate Development

ATTEST:
By: /s/ Michael A. Lubin
Michael A. Lubin

Vice President,
General Counsel and Secretary



AMENDED AND RESTATED CERTIFICATE OF INCORPORATION
OF
PATHNET, INC.

Pathnet, Inc., a corporation duly. incorporated under the laws of the State of Delaware, hereby certifies as follows:

FIRST: The name of the corporation is Pathnet, Inc. (the "Corporation”). The original Certificate of [ncorporation of the Corporation was filed
with the Secretary of State of the State of Delaware on 25th day of August, 1995, under the name PathNet, Inc.

SECOND: This Amended and Restated Certificate of Incorporation has been duly adopted in accordance with Sections 242 and 245 of the
Delaware General Corporation Law (the “General Corporation Law").

THIRD: This Amended and Restated Certificate of Incorporation hereby restates, integrates and amends the Certificate of Incorporation. as
amended, of the Corporation as follows:

1. NAME. The name of the corporation is PATHNET, INC. (the "Corporation™).

2. ADDRESS; REGISTERED OFFICE AND AGENT. The address of the Corporation's registered office is 1013 Centre Road, Wilmington, New
Castle County, Delaware 19805. The name of its registered agent at such address is The Prentice-Hall Corporation System, Inc.

3. PURPOSE. The purpose of the Corporation is to engage in, carry on and conduct any lawful act or activity for which corporations may be
organized under the General Corporation Law.

4. NUMBER OF SHARES. The total number of shares of stock that the Corporation shall have authority to issue is 75,470,595, divided as follows:
10,000,000 shares of Preferred Stock, par value of S0.01 per share (the "Preferred Stock"), 1,000,000 shares of Series A Convertible Preferred Stock,
par value of S0.01 per share (the "Series A Preferred Stock™), 1,651,046 shares of Series B Convertible Preferred Stock, par value of $0.01 per share
(the "Series B Preferred Stock"), 2,819,549 shares of Series C Convertible Preferred Stock, par value of $0.01 per share (the "Series C Preferred
Stock,” and together with the Series A Preferred Stock and the



Series B Preferred Stock, the "Series Preferred Stock”). and 60.000.000 shares of Common Stock, par value of S0.01 per share (the "Common
Stock™).

5. DESIGNATION OF CLASSES: RELATIVE RIGHTS, ETC. The designation, relative rights, preferences and limitations of the shares of
each class are as follows:

5.1 PREFERRED STOCK. The shares of Preferred Stock may be issued from time to time in one or more series of any number of shares. provided
that the aggregate number of shares issued and not canceled of any and all such series shall not exceed the total number of shares of Preferred Stock
hereinabove authorized, and with such powers, preferences and rights and qualifications, limitations or restrictions thereof, and such distinctive serial
designations, all as shall hereafter be stated and expressed in the resolution or resolutions providing for the issue of such shares of Preferred Stock
from time to time adopted by the Board of Directors of the Corporation (the "Board of Directors”) pursuant to authority so to do which is hereby
vested in the Board of Directors. Each series of shares of Preferred Stock (a) may have such voting rights or powers, full or limited. or may be
without voting rights or powers: (b) may be subject to redemption at such time or times and at such prices: (c) may be entitled to receive dividends
(which may be cumulative or non-cumulative) at such rate or rates. on such conditions and at such times, and payable in preference to, or in such
relation to, the dividends payable on any other class or classes or series of stock: (d) may have such rights upon the voluntary or involuntary
liquidation, winding up or dissolution of, or upon any distribution of the assets of, the Corporation; (e) may be made convertible into or exchangeable
for. shares of any other class or classes or of any other series of the same or any other class or classes of stock of the Corporation at such price or
prices or at such rates of exchange and with such adjustments; (f) may be entitled to the benefit of a sinking fund to be applied to the purchase or
redemption of shares of such series in such amount or amounts; (g) may be entitled to the benefit of conditions and restrictions upon the creation of
indebtedness of the Corporation or any subsidiary, upon the issue of any additional shares (including additional shares of such series or of any other
series) and upon the payment of dividends or the making of other distributions on, and the purchase, redemption or other acquisition by the
Corporation or any subsidiary of, any outstanding shares of the Corporation and (h) may have such other relative, participating, optional or other
special rights, qualifications, limitations or restrictions thereof; all as shall be stated in said resolution or resolutions providing for the issue of such
shares of Preferred Stock. Any of the voting powers, designations, preferences, rights and qualifications. limitations or restrictions of any such series
of Preferred Stock may be made dependent upon facts ascertainable outside of the resolution or resolutions providing for the issue of such Preferred
Stock adopted by the Board of Directors pursuant to the authority vested in it by this Section 5.1, provided that the manner in which such facts shall
operate upon the voting powers, designations, preferences, rights and qualifications, limitations or restrictions of such series of Preferred Stock is
clearly and expressly set forth in the resolution or resolutions providing for the issue of such Preferred Stock. The term "facts” as used in the next
preceding sentence shall have the meaning given to it in Section 151(a) of the General Corporation Law. Shares of Preferred Stock of any series that
have been redeemed (whether through the operation of a sinking fund or otherwise) or that if
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convertible or exchangeable. have been converted into or exchanged for shares of any other class or classes shall have the status of authorized and
unissued shares of Preferred Stock undesignated as to series and may be reissued as a part of the series of which they were originally a part or as part
of a new series of shares of Preferred Stock to be created by resolution or resolutions of the Board of Directors or as part of any other series of shares
of Preferred Stock, all subject to the conditions or restrictions on issuance set forth in the resolution or resolutions adopted by the Board of Directors
providing for the issue of any series of shares of Preferred Stock.

5.2 COMMON STOCK. Subject to the provisions of any applicable law or of the Bylaws of the Corporation, as from time to time amended (the
"Bylaws"), with respect to the closing of the transfer books or the fixing of a record date for the determination of stockholders entitled to vote and
except as otherwise provided herein with respect to any shares of Series Preferred Stock, by law or by the resolution or resolutions providing for the
issue of any series of shares of Preferred Stock, the holders of outstanding shares of Common Stock shall exclusively possess voting power for the
election of directors and for all other purposes. each holder of record of shares of Common Stock being entitled to one vote for each share of
Common Stock standing in his or her name on the books of the Corporation. Except as otherwise provided herein with respect to any shares of Series
Preferred Stock or by the resolution or resolutions providing for the issue of any series of shares of Preferred Stock, the holders of shares of Common
Stock shall be entitled, to the exclusion of the holders of shares of Preferred Stock of any and all series, to receive such dividends as from time to
time may be declared by the Board of Directors. In the event of any liquidation, dissolution or winding up of the Corporation, whether voluntary or
involuntary, after payment shall have been made to the holders of shares of any Series Preferred Stock and any Preferred Stock of the full amount to
which they shall be entitled pursuant to this Amended and Restated Certificate of Incorporation or the resolution or resolutions providing for the issue
of any series of shares of Preferred Stock, the holders of shares of Common Stock shall be entitled, to the exclusion of the holders of shares of Series
Preferred Stock and Preferred Stock of any and all series. to share, ratably according to the number of shares of Common Stock heid by them. in all
remaining assets of the Corporation available for distribution to its stockholders.

53 SERIES PREFERRED STOCK.
5.3.1 SHARES.

(a) AUTHORIZED SHARES. The Corporation shall have authority to issue Five Million Four
Hundred Seventy Thousand Five Hundred Ninety-Five (5,470,595) shares of Series Preferred
Stock, of which One Million (1,000,000) shares shall be designated the Series A Preferred Stock,
One Million Six Hundred Fifty One Thousand Forty Six (1,651,046) shares shall be designated the
Series B Preferred
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Nineteen Thousand Five Hundred Forty-Nine (2.819.549) shares shall be designated as the Series C

(b)  DIVIDENDS. The holders of the Series Preferred Stock shall be entitled to receive. out of
funds legally available therefor, dividends (other than dividends paid in additional shares of
Common Stock) in preference to and at the same rate as dividends are paid with respect to the
Common Stock (treating each share of Series Preferred Stock as being equal to the number of
shares of Common Stock into which each such share of Series Preferred Stock couid be converted
pursuant to the provisions of Section 5.3.4 hereof, with such number determined as of the record
date for the determination of holders of Common Stock entitled to receive such dividend).

LIQUIDATION, DISSOLUTION OR WINDING UP.

(a) DISTRIBUTIONS TO HOLDERS OF SERIES PREFERRED STOCK. In the event of any
liquidation, dissolution or winding up of the Corporation, whether voluntary or involuntary, the
Series A Preferred Stock, the Series B Preferred Stock and the Series C Preferred Stock shall rank
on a parity with each other and shall rank prior to the Common Stock or any class of stock ranking
Jjunior to the Series Preferred Stock. Upon such liquidation, holders of each share of Series
Preferred Stock outstanding shall be entitled to be paid, out of the assets of the Corporation
available for distribution to stockholders and before any payment shall be made to the holders of
any class of Common Stock or of any stock ranking on liquidation junior to the Series Preferred
Stock, an amount in cash equal to the original purchase price paid by such holder for each such
share of Series Preferred Stock held (appropriately adjusted for stock splits, stock dividends and the
like) plus any declared but unpaid dividends thereon. If upon any liquidation, dissolution or
winding up of the Corporation, the assets to be distributed to the holders of the Series Preferred
Stock under the foregoing sentence shall be insufficient to permit payment to such stockholders of
the full preferential amounts aforesaid, then all of the assets of the Corporation available for
distribution to such holders under such sentence shall be distributed among the holders of Series
Preferred Stock, pro rata in accordance with the total amount of preference which would have been
payable to such holders if funds had been available to pay the full preference under the previous
sentence. After such payment shall have been made in full to such holders of Series Preferred
Stock, or funds necessary for such payment shall have been set aside by the Corporation in trust for
the account of such holders so as to be available for such payment, the holders of the outstanding
shares of Common Stock and any class of stock ranking junior to the Series Preferred Stock shall
share ratably in the distribution of the remaining assets and funds of the Corporation available for
distribution to shareholders.

(b) DEEMED LIQUIDATIONS. In the case of (i) a consolidation or merger of the Corporation
(other than a consolidation or merger upon
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consummation of which the holders of voting securities of the Corporation immediately prior to such transaction. continue to own directly or
indirectly not less than a majority of the voting power of the surviving corporation) or a sale of all or substantially all of the assets of the Corporation
or other similar transaction and (ii) either receipt by the Corporation of (x) consideration less than the equivalent of S1.00 per share (appropriately
adjusted for stock splits, stock dividends and the like) of Series A Preferred Stock plus any declared but unpaid dividends, (v} consideration less than
the equivalent of $3.28 per share (appropriately adjusted for stock splits, stock dividends and the like) of Series B Preferred Stock plus any declared
but unpaid dividends, or (z) consideration less than the equivalent of $10.64 per share (appropriatety adjusted for stock splits, stock dividends and the
like) of Series C Preferred Stock plus any declared but unpaid dividends, such event shall be regarded. at the option of the holders of a majority of the
then outstanding shares of Series Preferred Stock, as a liquidation, dissolution or winding up of the affairs of the Corporation within the meaning of
this Section 5.3.2.

Notwithstanding the foregoing, each holder of Series Preferred Stock shall have the right to elect the benefits of the provisions of Section 3.3.4(h}
hereof in lieu of recetving payment in liquidation, dissolution or winding up of the Corporation pursuant to this Section 5.3.2(b). For purposes of this
Section 5.3.2 and Section 5.3.6 hereof, a sale of substantially all of the assets of the Corporation shall mean (x) the sale or other disposition other than
in the ordinary course of business of more than 50% of such assets, as determined by reference to either (A) the book value or (B) the fair market
value. of such assets, or (y) any issuance of Common Stock by the Corporation or transfer of Common Stock by the holder thereof to any person or
persons acting in concert or a group of affiliated persons, which issuance or transfer results in such person or persons or group holding in the
aggregate more than 50% of the issued and outstanding Common Stock after giving effect to such issuance or transfer.



(¢c) NON-CASH DISTRIBUTIONS. In the event of a liquidation. dissolution or winding up of
the Corporation resulting in the availability of assets other than cash for distribution to the holders
of the Series Preferred Stock, the holders of the Series Preferred Stock shall be entitled to a
distribution of cash and/or assets equal in value to the liquidation preference and other distribution
rights stated in Section 5.3.2(a) and Section 5.3.2(b) hereof. In the event that such distribution to
the holders of the Series Preferred Stock shall include any assets other than cash. the following
provisions shall govern. The Board of Directors shall first determine the value of such assets for
such purpose, and shall notify all holders of shares of Series Preferred Stock of such determination.
The value of such assets for purposes of the distribution under this Section 5.3.2(c) shall be the
value as determined by the Board of Directors in good faith and with due care, unless the holders of
a majonity of the outstanding shares of Series Preferred Stock shall object thereto in writing within
15 days after the date of such notice. In the event of such objection, the valuation of such
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assets for purposes of such distribution shall be determined by an arbitrator selected by the objecting stockholders and the Board of Directors. or
the event a single arbitrator cannot be agreed upon within 10 days after the written objection sent by the objecting stockholders in accordance with
the previous sentence, the valuation of such assets shall be determined by arbitration in which (i) the objecting stockholders shall name in their notice
of objection one arbitrator, (i1} the Board of Directors shall name a second arbitrator within 15 days from the receipt of such notice. (iii) the two
arbitrators thus selected shall select a third arbitrator within 15 days thereafter, and (iv) the three arbitrators thus selected shall determine the
valuation of such assets within 15 days thereafter for purposes of such distribution by majority vote. The costs of such arbitration shall be borne by
the Corporation or by the holders of the Series Preferred Stock (on a pro rata basis out of the assets otherwise distributable to them) as follows: (1) if
the valuation as determined by the arbitrators is greater than 95% of the valuation as determined by the Board of Directors. the holders of the Series
Preferred Stock shall pay the costs of the arbitration, and (ii) otherwise, the Corporation shall bear the costs of the arbitration.

533 VOTING RIGHTS.

(a) GENERAL.  Except as otherwise expressly provided herein or as required by law. the
holder of each share of the Series Preferred Stock shall be entitled to vote on any matters presented
to the holders of the Common Stock. Each share of Series Preferred Stock shall entitle the holder
thereof to such number of votes per share as shall equal the number of shares of Common Stock
into which such share of Series Preferred Stock is convertible in accordance with the terms of
Section 5.3.4 hereof at the record date for the determination of stockholders entitled to vote on such
matter or, if no record date is established, at the date such vote is taken or any written consent of
stockholders is solicited. Except as otherwise expressly provided herein (including, without
limitation, the provisions of Section 5.3.6 hereof) or as required by law, the holders of shares of
Series Preferred Stock and the Common Stock shall vote together as a single class on any matters
presented to the holders of the Common Stock.

(b) BOARD OF DIRECTORS.

(1) INVESTOR DIRECTORS. The
holders of the Series A Preferred Stock shall be entitled to vote as a class separately from all other classes of stock of the Corporation in any vote for
the election of directors of the Corporation, and shall be entitled to elect by such class vote two directors (the "Series A [nvestor Directors"), one of
which Series A Investor Directors to be designated by Spectrum Equity Investors, L.P. ("Spectrum”) for so long as it owns shares of Series A
Preferred Stock and thereafter by the holders of a majority of the issued and outstanding shares of Series A Preferred Stock, and the other to be
designated by New Enterprise Associates VI, Limited Partnership or its affiliates (collectively, "NEA VI")
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for so long as it owns shares of Series A Preferred Stock and thereafter by the holders of a majority of the issued and outstanding shares of Series A
Preferred Stock. The holders of the Series B Preferred Stock shall be entitled to vote as a class separately from all other classes of stock of the
Corporation in any vote for the election of directors of the Corporation, and shall be entitled to elect by such class vote one director {the "Series B
Investor Director”) to be designated by Grotech Capital Group [V, LLC ("Grotech IV") for so long as it owns shares of Series B Preferred Stock and
thereafter by the holders of a majority of the issued and outstanding shares of Series B Preferred Stock. The holders of the Series C Preferred Stock
shall be entitled to vote as a class separately from all other classes of stock of the Corporation in any vote for the election of directors of the
Corporation, and shall be entitled to elect by such class vote one director (the "Series C Investor Director”) to be designated by the holders of a
majority of the issued and outstanding shares of Series C Preferred Stock: provided, however, that if the holders of a majority of the issued and
outstanding shares of Series C Preferred Stock designate for election as the Series C Investor Director an individual who is not a parter or associate
of a Series C Investor or an entity under substantially the same management as a Series C Investor. such designee shall be clected as a director only
with the vote of a majority of the Common Stock Directors and Investor Directors, voting together. Initially, the Series C [nvestor Director will be
designated by Toronto Dominion Capitai (U.S.A.), Inc. In no event shall the Series C Investor Director be (i} a partner or associate of Spectrum or an
entity under substantially the same management as Spectrum for so long as Spectrum has designation rights under this Section 5.5.3(a). (i) a partner
or associate of NEA VI or an entity under substantially the same management as NEA VI for so long as NEA VI has designation rights under this
Section 5.3.3(a), and (ii1) a partner or associate of Grotech [V or an entity under substantially the same management as Grotech [V for so long as
Grotech IV has designation rights under this Section 5.3.3(a).

(i1) COMMON STOCK DIRECTORS. For so long as any Series Preferred Stock
remains outstanding, the holders of Common Stock shall be entitled to vote as a class
separately from all other classes in any vote for the election of directors of the
Corporation, and shall be entitled to elect by such class vote two directors (the
"Common Stock Directors”).

(iii) APPOINTMENT OF CHIEF

EXECUTIVE OFFICER/OFFICER DIRECTOR. Upon the termination or resignation of the Chief Executive Officer of the Corporation, the
Corporation will select and hire a successor Chief Executive Officer (and any successor thereto) by the affirmative vote of a majority of the Common
Stock Directors, the Series A Investor Directors, the Series B Investor Director and the Series C Investor Director, voting together. The Chief
Executive Officer (and any replacement or successor Chief Executive Officer) as so selected and hired shall be elected to the Corporation's Board of
Directors by the holders of the Series Preferred Stock and the Common Stock voting together as a single class (the "Officer Director"). David
Schaeffer may serve as Chief Executive Officer of the
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Corporation in the discretion of the Board of Directors, but in no event shall David Schaeffer be elected as the Officer Director.

(ivi REMOVAL OF DIRECTORS. The removal of any director of the Corporation
shall be as set forth in the Bylaws of the Corporation.

(c)  SPECIAL VOTING RIGHTS. The holders of the Series Preferred Stock shall be entitled to
the special voting rights set forth in Section 5.3.6 hereof.

534 CONVERSION. The holders of the Series

Preferred Stock shall have the following conversion rights:

(a)  RIGHT TO CONVERT. Subject to and in compliance with the provisions of this Section
5.3.4, any shares of the Series Preferred Stock may, at any time or from time to time at the option
of the holder, be converted into fully-paid and non-assessable shares of Common Stock. The
number of shares of Common Stock to which a holder of the Series Preferred Stock shall be
entitled upon conversion shall be the product obtained by multiplying the Applicable Conversion
Rate (determined as provided in Section 5.3.4(c)) by the number of shares of Series Preferred Stock
being converted.

(b) AUTOMATIC CONVERSION.

(1)  Each share of the Series Preferred Stock outstanding shall automatically be converted into
the number of shares of Common Stock into which such shares are convertible upon application of
the then effective Applicable Conversion Rate (determined as provided in Section 5.3.4(c)
immediately upon the closing of an underwritten public offering pursuant to an effective
registration statement under the Securities Act of 1933, as amended, or under such other applicable
securities regulations covering the offer and sale of capital stock of the Corporation (other than a
registration relating solely to Rule 145 under such Act (or any successor thereto) or to an employee
benefit plan of the Corporation) (i) immediately prior to the consummation of which, the
Corporation is valued (based on the per-share price paid in such public offering, but without regard
to any proceeds to be received by the Company in connection with such offering) at greater than
§50,000,000, (ii) in which the gross proceeds received by the Corporation exceed $20,000,000. and
(111) in which the Corporation uses a nationally recognized underwriter approved by holders of a
majority in interest of the Series Preferred Stock (a "Qualified Public Offering”).

(1)  Upon the occurrence of an
event specified in Section 5.3.4(b)(i), the outstanding shares of Series Preferred Stock shall be converted automatically without any further action by
the holders of such shares and whether or not the certificates representing such shares are surrendered to the Corporation or its transfer agent;
provided, however, that the Corporation shall not be
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obligated to issue certificates evidencing such shares of the Commuon Stock unless certificates evidencing such shares of the Series Preferred Stock
being converted are either dehvered to the Corporation or any transfer agent, as hereinafter provided, or the holder notifies the Corporation or anv
transfer agent, as hereinafter provided, that such certificates have been lost, stolen or destroved and executes an agreement satisfactory to the
Corporation to indemnify the Corporation from any loss incurred by it in connection therewith.

Upon the occurrence of the automatic conversion of all of the outstanding Series Preferred Stock, the holders of the Series Preferred Stock shali
surrender the certificates representing such shares at the office of the Corporation or of any transfer agent for the Common Stock. Thercupon. there
shall be issued and delivered to each such holder, promptly at such office and in his name as shown on such surrendered certificate or certificates. a
certificate or certificates for the number of shares of Common Stock into which the shares of the Series Preferred Stock surrendered were convertible
on the date on which such automatic conversion occurred and cash as provided in Section 5.3.4(k) below in respect of any fraction of a share of
Common Stock issuable upon such automatic conversion.

(c) APPLICABLE CONVERSION RATE. The conversion rate in effect at any time for the
applicable series of Series Preferred Stock (the "Applicable Conversion Rate") shall equal the
quotient obtained by dividing $1.00 in the case of Series A Preferred Stock, $3.28 in the case of
Series B Preferred Stock or $10.64 in the case of the Series C Preferred Stock by the Applicable
Conversion Value, calculated as hereinafter provided.

(d) APPLICABLE CONVERSION VALUE. The Applicable Conversion Value in effect
initiatly, and until first adjusted in accordance with Section 5.3.4(e) or Section 5.3.4(f) hereof, shall
be S1.00 in the case of Series A Preferred Stock, $3.28 in the case of Series B Preferred Stock and
$10.64 in the case of the Series C Preferred Stock.

(e) ADJUSTMENT FOR COMMON STOCK DIVIDENDS, SUBDIVIDENDS AND
COMBINATIONS OF COMMON STOCK, ETC. Upon the happening of any of the following: (i)
the issuance of additional shares of Common Stock of any class as a dividend or other distribution
of outstanding Common Stock, (ii) the subdivision of outstanding shares of Common Stock of any
class into a greater number of shares of Common Stock, or (iii) the combination of outstanding
shares of Common Stock of any class into a smaller number of shares of Common Stock (each an
"Extraordinary Common Stock Event"), the Applicable Conversion Value shall, simultaneously
with the happening of such Extraordinary Common Stock Event, be adjusted by dividing the then
effective Applicable Conversion Value by a fraction, the numerator of which shall be the number of
shares of Common Stock outstanding (excluding treasury
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stock) immediately after such Extraordinary Common Stock Event and the denominator of which shall be the number of shares of Common Stock
outstanding (excluding treasury stock) immediately prior to such Extraordinary Common Stock Event, and the quotient so obtained shall thereafter be
the Applicable Conversion Value. The Applicable Conversion Value, as so adjusted, shall be readjusted in the same manner upon the happening of
any successive Extraordinary Common Stock Event or Events.

() ADJUSTMENTS FOR DILUTING ISSUES.

(1)  Except as provided in
Section 5.3.4(e) above or for Excluded Shares (as defined below), if the Corporation shall issue any additional shares of Common Stock of any class
for no consideration or at a price per share less than the Applicable Conversion Value in effect for each applicable series of Series Preferred Stock
immediately prior to such issuance or sale, then in each such case such Applicable Conversion Value shalil be reduced to such lower price.

For purposes of this Section 5.3.4(f), "Excluded Shares” shall mean (i) shares issued or delivered from treasury or stock options (and shares of
Common Stock issued upon the exercise thereof) granted by the Corporation, with the approval of the Board of Directors. to directors. officers,
employees, agents or consultants of the Corporation for up to an aggregate of 1,325,212 shares of the Common Stock (as adjusted for stock splits,
stock dividends and the like); (ii) warrants to purchase shares of Common Stock (and any shares of Common Stock issued upon the exercise thereof)
1ssued by the Corporation in connection with the Corporation's offering of units, each such unit consisting of $1,000 principal amount at maturity of
Senior Notes due 2008 (the "Notes") of the Corporation and warrants to purchase shares of Common Stock: and (iii) warrants to purchase shares of
Common Stock (and any shares of Common Stock issued upon the exercise thereof) issued by the Corporation in connection with the credit facilities
among the Corporation and/or its subsidiaries, its equipment vendors and certain other senior lenders.

For purposes of this Section 5.3.4(f), if a part or all of the consideration received by the Corporation in connection with the issuance of shares of the
Common Stock or the issuance of any of the securities described below in paragraph (ii) of this Section 3.3.4(f) consists of property other than cash,
such consideration shall be deemed to have the same value as is determined by the Corporation's Board of Directors with respect to receipt of such

property so long as such determination was made reasonably and in good faith, and shall otherwise be deemed to have a value equal to its fair market
value.

(i)  For the purpose of this
Section 5.3.4(f), the issuance of any warrants, options or other subscription or purchase rights with respect to shares of Common Stock of any class
and the issuance of any securities convertible into shares of Common Stock of any class (or the issuance of any warrants, opttons or any rights with
respect to such convertible securities) shall be deemed an issuance at such time of such Common Stock if the Net Consideration Per Share which may
be received by the Corporation for such Common Stock (as hereinafter determined) shall
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being able to convert into shares of Common Stock of the Corporation or the successor corporation the holders of the Series Preferred Stock
(inciuding any such preferred stock issued upon conversion of the Series Preferred Stock) shall thereafter be entitled to receive upon conversion of
the Series Preferred Stock (including any such preferred stock issued upon conversion of the Series Preferred Stock) the number of shares of stock or
other securities or property of the Corporation or of the successor corporation resulting from such merger or consolidation or sale, to which a holder
of the number of shares of Common Stock deliverable upon conversion of the Series Preferred Stock immediately prior to the capital reorganization.
merger, consolidation or sale would have been entitled on such capital reorganization, merger, consolidation, or sale. In any such case. appropriate
provisions shall be made with respect to the rights of the holders of the Series Preferred Stock {including any such preferred stock issued upon
conversion of the Series Preferred Stock) after the reorganization, merger, consolidation or sale to the end that the provisions of this Section 5.3.4
(including. without limitation, provisions for adjustment of the Applicable Conversion Value and the number of shares purchasable upon conversion
of the Series Preferred Stock or such preferred stock) shall thereafter be applicable, as nearly as may be, with respect to any shares of stock. securities
or assets to be deliverable thereafter upon the conversion of the Series Preferred Stock or such preferred stock.

Each holder of Series Preferred Stock upon the occurrence of a capital reorganization, merger or consolidation of the Corporation or the sale of all or
substantially all of its assets and properties as such events are more fully set forth in the first paragraph of this Section 5.3.4(h), shall have the option
of electing treatment of his shares of Series Preferred Stock under either this Section 5.3.4(h) or Section 5.3.2(b) hereof, and except as otherwise
provided in said Section 5.3.2(b), notice of which election shall be submitted in writing to the Corporation at its principal offices no later than 10
days before the effective date of such event, provided that any such notice shall be effective if given not later than 15 days after the date of the
Corporation's notice, pursuant to Section 5.3.8, with respect to such event.

(i) CERTIFICATE AS TO ADJUSTMENTS. I[n each case of an adjustment or readjustment of
the Applicable Conversion Rate, the Corporation will promptly furnish each holder of Series
Preferred Stock with a certificate, prepared by the chief financial officer of the Corporation,
showing such adjustment or readjustment, and stating in detail the facts upon which such
adjustment or readjustment is based.

() MECHANICS OF CONVERSION. To exercise its conversion privilege, a holder of Series
Preferred Stock shall surrender the certificate or certificates representing the shares being converted
to the Corporation at its principal office, and shall give written notice to the Corporation at that
office that such holder elects to convert such shares. Such notice shall also state the name or names
(with address or addresses) in which the certificate or certificates for shares of Common Stock
issuable upon such conversion shall be issued. The certificate or
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certificates for shares of Series Preferred Stock surrendered for conversion shall be accompanied by proper assignment thereof to the Corporation or
i blank. The date when such written notice is received by the Corporation together with the certificate or certificates representing the shares of
Series Preferred Stock being converted, shall be the "Conversion Date.” As promptly as practicable after the Conversion Date, the Corporation shall
issue and shall deliver to the holder of the shares of Series Preferred Stock being converted, a certificate or certificates in such denominations as it
may request in writing for the number of full shares of Common Stock issuable upon the conversion of such shares of Series Preferred Stock in
accordance with the provisions of this Section 5.3.4 and cash as provided in Section 5.3.4(k) below in respect of any fraction of a share of Common
Stock issuable upon such conversion. Such conversion shall be deemed to have been effected immediately prior to the close of business on the
Conversion Date, and at such time the rights of the holder as holder of the converted shares of Series Preferred Stock shall cease and the person or
persons in whose name or names any certificate or certificates for shares of Common Stock shall be issuable upon such conversion shall be deemed
to have become the holder or hotders of record of shares of Common Stock represented thereby.

(k) FRACTIONAL SHARES. No fractional shares of Common Stock or scrip representing
fractional shares shall be issued upon conversion of Series Preferred Stock. [nstead of any
fractional shares of Common Stock that would otherwise be issuable upon conversion of Series
Preferred Stock, the Corporation shall pay to the holder of the shares of Series Preferred Stock that
were converted a cash adjustment in respect of such fraction in an amount equal to the same
fraction of the market price per share of the Common Stock (as determined in a manner prescribed
in good faith by the Board of Directors) at the close of business on the Conversion Date.

(1)  PARTIAL CONVERSION. In the event some but not all of the shares of Series Preferred
Stock represented by a certificate or certificates surrendered by a holder are converted, the
Corporation shall execute and deliver to or on the order of the holder, at the expense of the
Corporation, a new certificate representing the number of shares of Series Preferred Stock which
were not converted.

(m) RESERVATION OF COMMON STOCK. The Corporation shall at all times reserve and
keep available out of its authorized but unissued shares of Common Stock, solely for the purpose of
effecting the conversion of the shares of the Series Preferred Stock, such number of its shares of
Common Stock as shall from time to time be sufficient to effect the conversion of all outstanding
shares of the Series Preferred Stock, and if at any time the number of authorized but unissued
shares of Common Stock shall not be sufficient to effect the conversion of all then outstanding
shares of the Series Preferred Stock, the Corporation shall take such corporate action as may, in the
opinion of its counsel, be necessary to increase its authorized but unissued shares of Common
Stock to such number of shares as shall be sufficient for such purpose.
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REDEMPTION.
(a) OPTIONAL REDEMPTION.

(i) OPTIONAL REDEMPTION OF

SERIES A PREFERRED STOCK AND SERIES B PREFERRED STOCK. In the event that there shall not have occurred a closing of a Qualified
Public Offering (as defined in Section 5.3.4(b) hereof) prior to December 23, 2000, at the election of any holder of shares of Series A Preferred Stock
or any holder of Series B Preferred Stock outstanding as of December 24, 2000, the Corporation shall redeem all (but not part) of the shares of Series
A Preferred Stock and Series B Preferred Stock then held by such holder. Payment of the Series A Redemption Price (as defined below) to the
holders of Series A Preferred Stock and the Series B Redemption Price (as defined below) to the holders of shares of Series B Preferred Stock. shall
be made by the Corporation on January 23, 2001, for a cash price equal to the original purchase price paid by such holders for each share of Series A
Preferred Stock and Series B Preferred Stock outstanding, adjusted for any stock split, combined consolidation or stock distribution or stock
dividends with respect to such shares (the "Series A Redemption Price” and the "Series B Redemption Price.” respectively). On or prior to December
24. 2000, the Corporation shall give written notice (the "Series A and Series B Redemption Notice") by mail, postage prepaid. to the holders of the
then outstanding shares of Series A Preferred Stock and Series B Preferred Stock at the address of each such holder appearing on the books of the
Corporation or given by such holder to the Corporation for the purpose of notice. Such notice shall set forth the Series A Redemption Price and the
Series B Redemption Price, as the case may be, and shall further state that any holder of shares of Series A Preferred Stock or Series B Preferred
Stock who intends to request redemption of its Series A Preferred Stock or Series B Preferred Stock, respectively, pursuant to this Section 5.3.5(a)
must give written notice to the Corporation of its request for redemption on or before January 11, 2001. On or after January 11, 2001, each holder of
shares of Series A Preferred Stock and Series B Preferred Stock who requested that such holder's shares of Series A Preferred Stock and Series B8
Preferred Stock be so redeemed, shall surrender the certificate or certificates evidencing such shares to the Corporation. In the case of any certificate
or certificates which have been lost, stolen or destroyed, the holder of such certificate or certificates shall make and deliver an affidavit of that fact to
the Corporation without the necessity of giving the Corporation a bond.

(i) MANDATORY REDEMPTION OF
SERIES A PREFERRED STOCK AND SERIES B PREFERRED STOCK. If after sending the Series A and Series B Redemption Notice. the
Corporation receives requests for redemption on or prior to January |1, 2001 from the holders of at least sixty-seven percent (67%) of the Series A
Preferred Stock and Series B Preferred Stock taken together, it shall give written notice by mail, postage prepaid, to the holders of Series A Preferred
Stock and Series B Preferred Stock that all shares of the Series A Preferred Stock and Series B Preferred Stock then outstanding wiil be redeemed on
January 23, 2001 (the "Series A
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and Series B Redemption Date") for a per share cash price equal to the Series A Redemption Price and the Series B Redemption Price. as the case
may be. The notice shall further call upon such holders to surrender to the Corporation on or before the Series A and Series B Redemption Date at the
place designated in the notice such holder's certificate or certificates representing the shares to be redeemed. On or after the Series A and Series B
Redemption Date, each holder of shares of Series A Preferred Stock and Series B Preferred Stock called for redemption shall surrender the certificate
or certificates evidencing such shares to the Corporation. [n the case of any certificate or certificates which have been lost. stolen or destroved, the
holder of such certificate or certificates shall make and deliver an affidavit of that fact to the Corporation without the necessity of giving the
Corporation a bond.

(i1i) OPTIONAL REDEMPTION OF

SERIES C PREFERRED STOCK. In the event there shall not have occurred a closing of a Qualified Public Offering (as defined in Section 5.3.4(b)
hereof) prior to November 3, 2001, at the election of each holder of shares of Series C Preferred Stock outstanding as of November 4, 2001, the
Corporation shall redeem all (but not part) of the shares of Series C Preferred Stock then held by such holder. Payment of the applicable Series C
Redemption Price (as defined below) to the holders of Series C Preferred Stock shall be made by the Corporation on December 3, 2001, for a cash
price equal to the original purchase price paid by such holders for each share of Series C Preferred Stock outstanding, adjusted for any stock split,
combined consolidation or stock distribution or stock dividends with respect to such shares (the "Series C Redemption Price”). On or prior to
November 4. 2001, the Corporation shall give written notice (the "Series C Redemption Notice") by mail, postage prepaid, to the holders of the then
outstanding shares of Series C Preferred Stock at the address of each such holder appearing on the books of the Corporation or given by such holder
to the Corporation for the purpose of notice. The Series C Redemption Notice shall set forth the Series C Redemption Price and shall further state that
any holder of shares of Series C Preferred Stock who intends to request redemption of its Series C Preferred Stock pursuant to this Section 5.3.5(a)
must give written notice to the Corporation of its request for redemption on or before November 21, 2001. On or after December 3, 2001, each holder
of shares of Series C Preferred Stock who requested that such holder's shares of Series C Preferred Stock be so redeemed, shall surrender the
certificate or certificates evidencing such shares to the Corporation. In the case of any certificate or certificates which have been lost, stolen or
destroyed, the holder of such certificate or certificates shall make and deliver an affidavit of that fact to the Corporation without the necessity of
giving the Corporation a bond.

(iv)  MANDATORY REDEMPTION OF
SERIES C PREFERRED STOCK. If after sending the Series C Redemption Notice, the Corporation receives requests for redemption on or prior to
November 21, 2001 from the holders of at least sixty-seven percent (67%) of the Series C Preferred Stock, it shall give written notice by mail,
postage prepaid, to the holders of Series C Preferred Stock that all shares of Series C Preferred Stock then outstanding will be redeemed on
December 3,
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2001 (the "Series C Redemption Date") for a per share cash price equal to the Series C Redemption Price. The notice shall further call upon such
holders to surrender to the Corporation on or before the Series C Redemption Date at the place designated in the notice such holder's certificate or
certificates representing the shares to be redeemed on or after the Series C Redemption Date, each holder of shares of Series C Preferred Stock called
for redemption shall surrender the certificate or certificates evidencing such shares to the Corporation. In the case of any certificate or certificates
which have been lost, stolen or destroyed, the holder of such certificate or certificates shall make and deliver an affidavit of that fact to the
Corporation without the necessity of giving the Corporation a bond.

{(v) EXTENSION OF REDEMPTION DATES. Notwithstanding the foregoing clauses
(1) through (iv), in the event any indebtedness under the Notes remains outstanding, the
holders of shares of Series A Preferred Stock, Series B Preferred Stock and Series C
Preferred Stock shall not have the right to require the Corporation to redeem any of such
shares until ninety (90) days after the later of (x) the date on which such Notes shall be
indefeasibly paid in full and (y) the applicable Redemption Date.

(b) TERMINATION OF RIGHTS. From and after the Series A and Series B Redemption Date
or the Series C Redemption Date (each a "Redemption Date"), as the case may be. unless there
shall have been a default in payment or tender by the Corporation of the Series A Redemption Price
and the Series B Redemption Price or the Series C Redemption Price (each a "Redemption Price”).
as the case may be, all rights of the holders with respect to such redeemed shares of the Series
Preferred Stock (except the right to receive the applicable Redemption Price upon surrender or their
certificate) shall cease and such shares shall not thereafter be transferred on the books of this
Corporation or be deemed to be outstanding for any purpose whatsoever.

(c) INSUFFICIENT FUNDS. If the funds of the Corporation legally available for redemption of
shares of the Series Preferred Stock on the applicable Redemption Date are insufficient to redeem
the total number of shares of Series A Preferred Stock and Series B Preferred Stock or Series C
Preferred Stock, as the case may be, on such Redemption Date, the Corporation will use its best
efforts to engage in a recapitalization or the sale of its business or businesses to generate sufficient
funds to redeem all of the shares of the Series A Preferred Stock and Series B Preferred Stock or
the Series C Preferred Stock, as the case may be. The Corporation shall use those funds which are
legally available to redeem the maximum possible number of such shares ratably among the holders
of such shares to be redeemed. At any time thereafter when additional funds of the Corporation are
legally available for the redemption of shares of the Series Preferred Stock. such funds will
immediately be used to redeem the balance of the shares which the Corporation has become
obligated to redeem on the applicable Redemption Date but which it has not redeemed at the
applicable Redemption Price. If any shares of the Series Preferred Stock are not
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redeemed for the foregoing reason or because the Corporation otherwise failed to pay or tender to pay the aggregate applicable Redemption Price on
all outstanding shares of Series Preferred Stock, all shares which have not been redeemed shall remain outstanding and entitled to all the rights and
preferences provided heren, and the Corporation shall pay interest on the applicable Redemption Price for the unredeemed portion at an aggregate
per annum rate equal to the greater of (i) twelve percent (12%) or (ii) the Base Rate or any similar lending rate announced from time to time by The
First National Bank of Boston or any successor entity plus five percent (5%), increased, in each case. by one percent (1%) at the end of each calendar
quarter thereafter. All provisions hereof are hereby expressiy limited so that in no contingency or event whatsoever shall the amount paid or agreed to
be paid to the holders of the Series Preferred Stock exceed the maximum amount which the holder is permitted to receive under applicable law. [f
fulfiliment of any provision hereof shall involve exceeding such amount, then the obligation to be fulfilled shall automatically be reduced to the limit
of such maximum amount. As used herein, the term "applicable law" shall mean the law in effect as of the date hereof, provided, however, that in the
event that there is a change in the law which results in a higher permissible rate of interest, then these provisions shall be governed by such new law
as of its effective date.

536 RESTRICTIONS AND LIMITATIONS. The

Corporation shall not without the affirmative vote or written consent of the holders of a majority of the then outstanding shares of the Series
Preferred Stock:

(iy Redeem, purchase or otherwise acquire for value (or pay into or set aside for a sinking fund for
such purpose), any share or shares of Series Preferred Stock other than pursuant to Section 5.3.3
hereof;

(11) Redeem, purchase or otherwise acquire for value (or pay into or set aside for a sinking fund
for such purpose) any of the Common Stock of any class or any other capital stock of the
Corporation other than the Series Preferred Stock or any of the Corporation's options, warrants or
convertible or exchangeable securities, except that these provisions will not prohibit the
Corporation from repurchasing or redeeming any shares of capital stock from individuals and
entities who have entered into stockholder agreements, stock option agreements, employment
agreements or other similar agreements with the Corporation in each case approved by a majority
of the Series A Investor Directors, Series B [nvestor Director and Series C Investor Director under
which the Corporation has the option to repurchase such shares upon the occurrence of certain
events, including the termination of employment and involuntary transfers by operation of law (and
their permitted transferees); provided, however, that any such agreement between such individual
and the Corporation under which the Corporation has such options to repurchase, must be approved
by the affirmative vote or written consent of the holders of a majority of the then outstanding Series
Preferred Stock before such agreement is executed by the Corporation;



21

(1) Authorize or issue, or obligate itself to issue, any other debt or equity security, other than as provided in that certain Investment and
Stockholder's Agreement, by and among the Corporation and the Investors named therein, dated as of October 31. 1997 (the "Investment
Agreement”),

{iv) Increase or decrease {(other than by conversion as permitted hereby) the total number of
authorized shares of Series Preferred Stock:

(v) Pay ordeclare any dividend or distribution on any of its capital stock;
(vi) Authorize any merger, consolidation of the Corporation with or into any other company or
entity, or authorize the reorganization or sale of the Corporation or the sale of substantially all of

the assets of the Corporation;

(vil) Amend the charter documents of the Corporation or amend the Bylaws of the Corporation in any manner that adversely affects the
preferences, powers, rights or privileges of the holders of Series Preferred Stock;

(viii) Authorize any reclassification or recapitalization of the outstanding capital stock of the Corporation;
(ix) Approve the annual operating budget of the Corporation;

(x)  Change the composition or compensation of management of the Corporation except as
provided in the Investment Agreement; or

(xi) Incur, create, assume, become or be liable in any manner with respect to, or permit to exist,
any new or additional indebtedness or liability in excess of $50,000, except as provided in the
Investment Agreement.

5.37 NO REISSUANCE OF SERIES PREFERRED STOCK. No

share or shares of the Series Preferred Stock acquired by the Corporation by reason of redemption, purchase, conversion or otherwise shall be
reissued, and all such shares shall be canceled, retired, and eliminated from the shares which the Corporation shall be authorized to issue. The
Corporation may from time to time take such appropriate corporate action as may be necessary to reduce the authorized number of shares of the
Series Preferred Stock accordingly.

538 NOTICES OF RECORD DATE. In the event (i)

the Corporation establishes a record date to determine the holders of any class of securities who are entitled to receive any dividend or other
distribution, or (ii) there occurs any capital
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reorganization of the Corporation, any reclassification or recapitalization of the capital stock of the Corporation. any merger or consolidation of the
Corporation, or any transfer of all or substantially all of the assets of the Corporation to any other company, or any other entity or person. or any
voluntary or involuntary dissolution, liquidation or winding up of the Corporation, the Corporation shall mail to each holder of Series Preferred
Stock at ieast 20 days prior to the record date specified therein, a notice specifying (a) the date of such record date for the purpose of such dividend or
distribution and a description of such dividend or distribution, (b) the date on which any such reorganization, reclassification. transfer, consolidation.
merger, dissolution, liquidation or winding up is expected to become effective, and (c) the time, if any, that is to be fixed, as to when the holders of
record of Common Stock (or other securities) shall be entitled to exchange their shares of Common Stock (or other securities) for securities or other
property deliverable upon such reorganization, reclassification, transfer, consolidation, merger, dissolution, liquidation or winding up.

539 OTHER RIGHTS. Except as otherwise provided

in this Amended and Restated Certificate of Incorporation shares of each series of the Series Preferred Stock and shares of Common Stock shall be
identical in all respects (each share of Series Preferred Stock having equivalent rights to the number of shares of Common Stock into which it is then
convertible), shall have the same powers, preferences and rights, without preference of any such class or share over any other such class or share, and
shall be treated as a single class of stock for all purposes.

5.3.10 RANKING. Each series of Series Preferred Stock shall rank on a parity with the other series of Series Preferred Stock as to the distribution of
assets on liquidation, dissolution and winding up of the Corporation. The Series Preferred Stock shall rank senior to the Common Stock as to the
distribution of assets on liquidation, dissolution and winding up of the Corporation.

5.3.11 MISCELLANEOUS.

(a)  All notices referred to herein shall be in writing, and all notices hereunder shall be deemed to
have been given, upon the earlier of delivery thereof by hand delivery, by courier, or by standard
form of telecommunication, addressed: (i) if to the Corporation, to its principal executive office
(Attention: President) and to the transfer agent, if any, for the Series Preferred Stock or other agent
of the Corporation designated as permitted hereby or (ii) if to any holder of the Series Preferred
Stock or Common Stock, as the case may be, to such holder at the address of such holder as listed
in the stock record books of the Corporation (which may include the records of any transfer agent
for the Series Preferred Stock or Common Stock, as the case may be) or (iii) to such other address
as the Corporation or any such holder, as the case may be, shall have designated by notice similarly
given.

(b)  The Corporation shall pay any and all stock transfer and documentary stamp taxes that may
be payable in respect of any issuance or
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delivery of shares of Series Preferred Stock or shares of Common Stock or other securities issued on account of Series Preferred Stock pursuant
hereto or certificates representing such shares or securities. The Corporation shall not, however, be required to pay any such tax which may be
payable in respect of any transfer involved in the issuance or delivery of shares of Series Preferred Stock or Common Stock or other securities in a
name other than that in which the shares of Series Preferred Stock with respect to which such shares or other securities are issued or delivered were
registered, or in respect of any payment to any person with respect to any such shares or securities other than a payment to the registered holder
thereof, and shall not be required to make any such issuance, delivery or payment unless and until the person otherwise entitled to such issuance.
delivery or payment has paid to the Corporation the amount of any such tax or has established, to the satisfaction of the Corporation, that such tax has
been paid or is not payable. (c) The Corporation may appoint, and from time to time discharge and change, a transfer agent of the Series Preferred
Stock. Upon any such appointment or discharge of a transfer agent, the Corporation shall send notice thereof by hand delivery, by courier, by
standard form of telecommunication or by first class mail (postage prepaid), to each holder of record of the Series Preferred Stock. 5.4 Subject to the
provisions of this Amended and Restated Certificate of Incorporation and except as otherwise provided by law, the stock of the Corporation,
regardless of class, may be issued for such consideration and for such corporate purposes as the Board of Directors may from time to time determine.

60 COMPROMISE, ARRANGEMENT OR REORGANIZATION. Whenever a compromise or arrangement is proposed between this
Corporation and its creditors or any class of them and/or between this Corporation and its stockholders or any class of them, any court of equitable
Jurisdiction within the State of Delaware may, on the application in a summary way of this Corporation or of any creditor or stockholder thereof or on
the application of any receiver or receivers appointed for this Corporation under the provisions of Section 291 of the General Corporation Law or on
the application of trustees in dissolution or of any receiver or receivers appointed for this Corporation under the provisions of Section 279 of General
Corporation Law order a meeting of the creditors or class of creditors, and/or of the stockholders or class of stockholders of this Corporation, as the
case may be, to be summoned in such manner as the said court directs. If a majority in number representing three-fourths in value of the creditors or
class of creditors, and/or of the stockhoiders or class of stockholders of this Corporation, as the case may be, agree to any compromise or
arrangement and to any reorganization of this Corporation as a consequence of such compromise or arrangement, the said compromise or
arrangement and the said reorganization shall, if sanctioned by the court to which the said application has been made, be binding on all the creditors
or class of creditors, and/or on all stockholders or class of stockholders of this Corporation, as the case may be, and also on this Corporation.
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70 LIMITATION OF LIABILITY. No director of the Corporation shall be personally liable to the Corporation or its stockholders for monetary
damages for breach of fiduciary duty as a director. except for liability (a) for any breach of the director's duty of loyalty to the Corporation or its
stockholders, (b) for acts or omissions not in good faith or which involve intentional misconduct or a knowing violation of law, (c) under Section | 74
of the General Corporation Law or (d) for any transaction from which the director derived any improper personal benefits. [f the General Corporation
Law is hereafter amended to authorize corporate action further eliminating or limiting the personal liability of directors, then the liability of a director
of the Corporation shall be eliminated or limited to the fullest extent permitted by the General Corporation Law, as so amended.

Any repeal or modification of the foregoing paragraph by the stockholders of the Corporation shall not adversely affect any right or protection of a
director of the Corporation existing at the time of such repeal or modification.

80 INDEMNIFICATION.

8.1  INDEMNITY UNDERTAKING. To the extent not prohibited by law, the Corporation shall indemnify any person (an "Eligible Person”) who
is or was made, or threatened to be made. a party to any threatened, pending or completed action, suit or proceeding (a "Proceeding"), whether civil,
criminal, administrative or investigative, including, without limitation, an action by or in the right of the Corporation to procure a Jjudgment in its
favor, by reason of the fact that such person, or a person of whom such person is the legal representative, is or was a Director or officer of the
Corporation. or, while a Director or officer of the Corporation, is or was serving, at the request of the Corporation, as a director or officer of any other
corporation or in a capacity with comparable authority or responsibilities for any partnership, joint venture, trust, employee benefit plan or other
enterprise {an "Other Entity”), against judgments, fines, penalties, excise taxes, amounts paid in settlement and costs, charges and expenses
(including attorneys' fees, disbursements and other charges).

82 PAYMENT OF EXPENSES. The Corporation shall, from time to time pay to an Eligible Person the funds necessary for payment of
expenses, including attorneys' fees and disbursements, incurred by or on behalf of such Eligible Person in connection with any Proceeding, as such
expenses are incurred in advance of the final disposition of such Proceeding; provided, however, that, if required by the General Corporation Law,
such expenses incurred by or on behalf of such Eligible Person may be paid in advance of the final disposition of a Proceeding only upon receipt by
the Corporation of an undertaking, by or on behalf of such Eligible Person, to repay any such amount so advanced if it shall ultimately be determined
by final judicial decision from which there is no further right of appeal that such Eligible Person is not entitled to be indemnified for such expenses.
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8.3 CERTAIN EXCLUSIONS. Section 8.1 and 8.2
shall not include any Proceeding commenced by any Eligible Person without the advance approval of the Board of Directors.

8.4  BINDING EFFECT. The provisions of this Section 8 shail be a contract between the Corporation, on the one hand, and each Eligible Person,
on the other hand, pursuant to which the Corporation and each such Eligible Person intend to be. and shall be. legaily bound. No repeal or
modification of this Section 8 shall affect any rights or obligations with respect to any state of facts then or theretofore existing or any proceeding
theretofore or thereafter brought or threatened based in whole or in part upon any such state of facts.

8.5 PROCEDURAL RIGHTS. The rights to indemnification and payment of expenses provided by, or granted pursuant to, this Section 8 shall be
enforceable by an Eligible Person entitled to such indemnification or payment of expenses in any court of competent jurisdiction. The burden of
proving that such indemnification or payment of expenses is not appropriate shall be on the Corporation. Neither the failure of the Corporation
(including the disinterested Directors on its Board of Directors, a committee of such disinterested Directors, the Corporation’s independent legal
counsel and its stockholders) to have made a determination prior to the commencement of such action that such indemnification or payment of
expenses is proper in the circumstances, nor an actual determination by the Corporation (including the disinterested Directors on its Board of
Directors, a committee of such disinterested Directors, the Corporation's independent legal counsel and its stockholders) that such person is not
entitled to such indemnification or payment of expenses shall constitute a defense to the action or create a presumption that such person is not so
entitled. Notwithstanding anything to the contrary in Section 8.3, such Eligible Person shall also be indemnified for any expenses incurred in
connection with successfully establishing his or her right to such indemnification or payment of expenses, in whole or in part, in any such
proceeding.

8.6 SERVICE DEEMED AT CORPORATION'S REQUEST. Any Director or officer of the Corporation serving (a) as a director or officer of
another corporation of which a majority of the shares entitled to vote in the election of its directors is held, directly or indirectly, by the Corporation
or (b) any employee benefit plan of the Corporation or any corporation referred to in clause (a) shall be deemed to be doing so at the request of the
Corporation.

8.7 ELECTION OF APPLICABLE LAW. Any person entitled to be indemnified or to payment of expenses as a matter of right pursuant to this
Section 8 may elect to have the right to indemnification or payment of expenses interpreted on the basis of the applicable law in effect at the time of
the occurrence of the event or events giving rise to the applicable Proceeding, to the extent permitted by law, or on the basis of the applicable law in
effect at the time such indemnification or payment of expenses is sought. Such election shall be made, by a notice in writing to the



26

Corporation. at the nme ndemnification or payment of expenses is sought: provided. however, that if no such notice is given, the nght to
indemnification or payment of expenses shall be determined by the law in effect at the time indemnification or payment of expenses is sought.

8.8 RIGHTS NOT EXCLUSIVE. The rights to indemnification and reimbursement or advancement of expenses provided by. or granted pursuant
to. this Section 8 shall not be deemed exclusive of any other rights to which a person seeking indemnification or reimbursement or advancement of
expenses may have or hereafter be entitled under any statute, this Restated Certificate of Incorporation, the By-laws, any agreement, any vote of
stockholders or disinterested Directors or otherwise, both as to action in his or her official capacity and as to action in another capacity while hoiding
such office.

8.9 CONTINUATION OF BENEFITS. The rights to indemnification and reimbursement or advancement of expenses provided by. or granted
pursuant to, this Section 8 shall continue as to a person who has ceased to be a Director or officer (or other person indemnified hereunder) and shall
inure to the benefit of the executors, administrators, legatees and distributees of such person.

8.10 INSURANCE. The Corporation shall have power

to purchase and maintain insurance on behalf of any person who is or was a director, officer, emplovee or agent of the Corporation. or is or was
serving at the request of the Corporation as a director, officer, employee or agent of an Other Entity, against any liability asserted against such person
and incurred by such person in any such capacity, or arising out of such person's status as such, whether or not the Corporation would have the power

to indemnify such person against such liability under the provisions of this Section 8 or under Section 145 of the General Corporation Law or any
other provision of law.

90 DIRECTORS. This Section is inserted for the management of the business and for the conduct of the affairs of the Corporation and it is
expressly provided that it is intended to be in furtherance of and not in limitation or exclusion of the powers conferred by applicable law.

9.1  NUMBER, ELECTION, AND TERMS OF OFFICE OF
BOARD OF DIRECTORS. The business of the Corporation shall be managed by a Board of Directors consisting of not less than three or more than
15 members. The exact number of directors within the minimum and maximum limitations specified in the preceding sentence shall be fixed from
time to time by resolution adopted by a majority of the entire Board of Directors then in office, whether or not present at a meeting. Directors need
not be stockholders of the Corporation. The directors shall be divided into three classes of approximately equal size with the term of office of the first

class to expire at the first annual meeting of stockholders of the Corporation next following the end of the Corporation’s fiscal year ending December
31, 1998, the term of office of the
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second class to expire at the first annual meeting of stockholders of the Corporation next following the end of the Corporation’s fiscal vear ending
December 31. 1999 and the term of office of the third class to expire at the annual meeting of stockholders of the Corporation next following the end
of the Corporation's fiscal vear ending December 31, 2000. At each annual meeting of stockholders following such initial election as specified above,
directors elected to succeed those directors whose terms expire shall be elected for a term of office to expire at the third succeeding annual meeting ot
stockholders after their election.

Notwithstanding the foregoing, whenever, pursuant to the provisions of Section 5.1 of this Amended and Restated Certificate of Incorporation, the
holders of any one or more series of Preferred Stock shall have the right. voting separately as a series or together with holders of other such series, to
elect Directors at an annual or special meeting of stockholders, the election, term of office. filling of vacancies and other features of such
directorships shall be governed by the terms of this Amended and Restated Certificate of Incorporation and any certificate of designations applicable
thereto.

During any period when the holders of any series of Preferred Stock have the right to elect additional Directors as provided for or fixed pursuant to
the provisions of this Amended and Restated Certificate of Incorporation or any certificate of designation related thereto, then upon commencement
and for the duration of the period during which such right continues: (i) the then otherwise total authorized number of Directors of the Corporation
shall automatically be increased by such specified number of Directors, and the holders of such Preferred Stock shall be entitled to elect the
additional Directors so provided for or fixed pursuant to said provisions. and (ii) each such additional Director shall serve until such Director's
successor shall have been duly elected and gqualified, or until such Director's right to hold such office terminates pursuant to said provisions.
whichever occurs earlier, subject to such Director's earlier death, disqualification, resignation or removal. Except as otherwise provided by the Board
in the resolution or resolutions establishing such series, whenever the holders of any series of Preferred Stock having such right to elect additional
Directors are divested of such right pursuant to the provisions of such stock, the terms of office of all such additional Directors elected by the holders
of such stock, or elected to fill any vacancies resulting from the death, resignation, disqualification or removal of such additional Directors, shall
forthwith terminate and the total and authorized number of Directors of the Corporation shall be reduced accordingly.

9.2 TENURE. Notwithstanding any provisions to the contrary contained herein, (i) each director shall hold office until his or her successor is
elected and qualified, or until the earlier of such director's death, resignation or removal and (i1) the term of any director who is also an officer of the
Corporation shall terminate if he or she ceases to be an officer of the Corporation.
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9.3 NEWLY CREATED DIRECTORSHIPS AND VACANCIES.

Subject to the rights of the holders of any series of Preferred Stock then outstanding. newly created directorships resulting from any increase in the
authorized number of directors or any vacancies in the Board of Directors resulting from death. resignation, retirement. disqualification, removal
from office or other cause shall be filled by a majonty vote of the remaining directors then in office although less than a quorum. or by a sole
remaining director and directors so chosen shall hold office for a term expiring at the annual meeting of stockholders at which the term of the class to
which they have been elected expires or, in each case, until their respective successors are duly elected and qualified. No decrease in the number of
directors constituting the Board of Directors shall shorten the term of any incumbent director. When any director shall give notice of resignation
effective at a future date, the Board of Directors may fill such vacancy to take effect when such resignation shall become effective. In the event of a
vacancy in the Board of Directors, the remaining Directors, except as otherwise provided by law, may exercise the powers of the full Board of
Directors until the vacancy 1s filled.

94 REMOVAL OF DIRECTORS. Any one or more or all of the directors may be removed, at any time, but only for cause by the stockholders
having at least a majority in voting power of the then issued and outstanding shares of capital stock of the Corporation.

100 ACTION BY STOCKHOLDERS. Notwithstanding the provisions of Section 228 of the General Corporation Law (or any successor statute),
any action required or permitted by the General Corporation Law to be taken at any annual or special meeting of stockholders of the Corporation may
be taken only at such an annual or special meeting of stockholders and cannot be taken by written consent without a meeting. At any annual meeting
or special meeting of stockholders of the Corporation, only such business shall be conducted as shall have been brought before such meeting in the
manner provided by the By-laws.



110 ADOPTION. AMENDMENT AND'OR REPEAL OF BYLAWS. The Board of Directors may from time to tme adopt. amend or repeul the
Bylaws: provided. however. that any Bylaws adopted or amended by the Board of Directors may be amended or repealed. and any Bylaws may be
adopted. by a vote of the stockholders having at least two-thirds of the voting power of the then issued and outstanding shares of capital stock of the
Corporation.

IN WITNESS WHEREOF, the undersigned has executed this Restated Certification of Incorporation this day of August, 1998.
PATHNET, INC.
By:
Richard A. Jalkut President and Chief Executive Officer
Attest:

Michael A. Lubin
Vice President, General Counsel and Secretary



Exhibit 3.2
AMENDED AND RESTATED BYLAWS
OF
PATHNET, INC.

A Delaware Corporation
ARTICLE 1

DEFINITIONS
As used in these Bylaws, unless the context otherwise requires, the term:

1.1 "Assistant Secretary" means an Assistant Secretary of
the Corporation.

1.2 "Assistant Treasurer” means an Assistant Treasurer of
the Corporation.

1.3 "Board" means the Board of Directors of the
Corporation.

1.4 "Business Day" means any day which is not a Saturday, a Sunday, or a day on which banks are authorized to close in the City of New York.
1.5 "Bylaws" means the bylaws of the Corporation, as amended from time to time.

1.6 "Certificate of Incorporation” means the certificate of incorporation of the Corporation, as amended, supplemented or restated from time to
time.

1.7 "Chairman"” means the Chairman of the Board of the
Corporation.

1.8 "Chief Executive Officer” means the Chief  Executive
Officer of the Corporation.

1.9 "Corporation” means Pathnet, Inc.
1.10 "Directors" means directors of the Corporation.
1.11 "Entire Board" means all Directors of the Corporation in

office, whether or not present at a meeting of the Board, but disregarding vacancies.
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1.12 "Executive Vice President” means an Executive Vice President of the Corporation.

1.13 “General Corporation Law” means the General Corporation Law of the State of Delaware, as amended from time to time.

1.14 "Office of the Corporation” means the executive office of the Corporation. anything in Section 131 of the General Corporation Law to the
contrary notwithstanding.

1.15 "President” means the President of the Corporation.
1.16 "Secretary” means the Secretary of the Corporation.
1.17 "Stockholders” means stockholders of the Corporation.
1.18 "Treasurer" means the Treasurer of the Corporation.
1.19 "Vice President” means a Vice President of the
Corporation.
ARTICLE 2
STOCKHOLDERS

2.1 PLACE OF MEETINGS. Every meeting of Stockholders shall be held at the Office of the Corporation or at such other place within or without
the State of Delaware as shall be designated, from time to time, by the Board, the Chairman or the President, and specified or fixed in the notice of
such meeting or in the waiver of notice thereof.

2.2 ANNUAL MEETING. A meeting of Stockholders shall be held annually for the election of Directors and the transaction of other business at
such hour and on such business day in each year as may be determined by resolution adopted by affirmative vote of a majority vote of the Entire
Board and designated in the notice of meeting.

2.3 DEFERRED MEETING FOR ELECTION OF DIRECTORS, ETC. If the annual meeting of Stockholders for the election of Directors and the
transaction of other business is not held on the date designated therefor or at any adjournment of a meeting convened on such date, the Board shail
call a meeting of Stockholders for the election of Directors and the transaction of other business as soon thereafter as convenient.
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2.4 SPECIAL MEETINGS. A special meeting of Stockholders. unless otherwise prescribed by statute. may be called at any time by the Board.
the Chairman or by the President. At any special meeting of Stockholders, no business may be transacted other than (1) such business stated in the
notice thereof given pursuant to Section 2.6 hereof or in any waiver of notice thereof given pursuant to Section 2.7 hercof (in a form prepared by the
Secretary) or (i) such business as 1s related to the purpose or purposes ot such meeting and which is properly brought before the meeting by or at the
direction of the Board.

2.5 FIXING RECORD DATE. For the purpose of (a) determining the Stockholders entitled (i) to notice of or to vote at any meeting of Stockholders
or any adjournment thereof or (ii) to receive payment of any dividend or other distribution or allotment of any rights, or to exercise any rights in
respect of any change, conversion or exchange of stock: or (b} any other lawful action, the Board may fix a record date, which record date shall not
precede the date upon which the resolution fixing the record date was adopted by the Board and which record date shall not be (x) in the case of
clause (a)(1) above, more than sixty nor less than ten days before the date of such meeting and (y) in the case of clause (a)(ii) or (b) above, more than
sixty days prior to such action. If no such record date is fixed:

2.5.1 the record date for determining Stockholders entitled to notice of orto vote ata meeting
of Stockholders shall be at the close of business on the day next preceding the day on which
notice is given, or, if notice is waived, at the close of business on the day next preceding the dav
on which the meeting is held; and

2.5.2  the record date for determining Stockholders entitled to express consent to corporate
action in writing  without a meeting (unless otherwise provided in the Certificate of
Incorporation), when no prior action by the Board is required under the General Corporation Law.
shall be the first day on which a signed written consent setting forth the action taken or
proposed to be taken is delivered to the Corporation by delivery to its registered office in the
State of Delaware, its principal place of business, or an officer or agent of the Corporation having
custody of the book in which proceedings of meetings of Stockholders are recorded; and
when prior action by the Board is required under the General Corporation Law, the record date
for determining Stockholders entitled to consent to corporate action in writing without a meeting
shall be at the close of business on the date on which the Board adopts the resolution taking
such prior action; and

2.5.3 the record date for determining Stockholders for any purpose other than those specified in
Section 2.5.1 and 2.5.2 hereof shall be at the close of business on the day on which the Board
adopts the resolution relating thereto.
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When a determination of Stockholders entitled to notice of or to vote at any meeting of Stockholders has been made as provided in this Section 2.5,
such determination shall apply to any adjournment thereof unless the Board fixes a new record date for the adjourned meeting.

Delivery made to the Corporation's registered office in accordance with Section 2.5.2 shall be by hand or by certified or registered mail, retumn
receipt requested.

2.6 NOTICE OF MEETINGS OF STOCKHOLDERS. Except as otherwise provided in Section 2.7 hereof. whenever under the provisions of any
statute, the Certificate of Incorporation or these Bylaws, Stockholders are required or permitted to take any action at a meeting, written notice shall be
given stating the place, date and hour of the meeting and, in the case of a special meeting, the purpose or purposes for which the meeting is called.
Uniess otherwise provided by any statute. the Certificate of Incorporation or these By-laws, a copy of the notice of any meeting shall be given.
personally or by mail, not less than ten nor more than sixty days before the date of the meeting, to each Stockholder entitled to notice of or to vote at
such meeting. [f mailed, such notice shall be deemed to be given when deposited in the United States mail, with postage prepaid. directed to the
Stockholder at his or her address as it appears on the records of the Corporation. An affidavit of the Secretary or an Assistant Secretary or of the
transfer agent of the Corporation that the notice required by this Section 2.6 has been given shall, in the absence of fraud, be prima facie ¢vidence of
the facts stated therein. When a meeting is adjourned to another time or place, notice need not be given of the adjourned meeting if the time and place
thereof are announced at the meeting at which the adjoumnment is taken, and at the adjourned meeting any business may be transacted that might have
been transacted at the meeting as originally called. If. however, the adjournment is for more than thirty days, or if after the adjournment a new record
date is fixed for the adjourned meeting, a notice of the adjourned meeting shall be given to each Stockholder of record entitled to vote at the meeting.

2.7 WAIVERS OF NOTICE. Whenever the giving of any notice is required by statute, the Certificate of [ncorporation or these Bylaws, a waiver
thereof. in writing, signed by the Stockholder or Stockholders entitled to said notice, whether before or after the event as to which such notice is
required, shall be deemed equivalent to notice. Attendance by a Stockholder at a meeting shall constitute a waiver of notice of such meeting except
when the Stockholder attends a meeting for the express purpose of objecting, at the beginning of the meeting, to the transaction of any business on
the ground that the meeting has not been lawfully called or convened.

2.8 LIST OF STOCKHOLDERS. The Secretary shall prepare and make, or cause to be prepared and made, at least ten days before every meeting
of Stockholders, a complete list of the Stockholders entitled to vote at the meeting, arranged in alphabetical
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order. and showing the address of each Stockholder and the number of shares registered in the name of each Stockholder. [f any voting group exists,
such fist shall be arranged by voting group and within each voting group by series or class of shares. Such list shall be open to the examunation of any
Stockholder, the Stockholder's agent or attorney, at the Stockholder's expense. for any purpose germane to the meeting. during ordinary business
hours, for a period of at least ten days prior to the meeting, either at a place within the city where the meeting is to be held. which place shall be
specified in the notice of the meeting. or. if not so specified, at the place where the meeting is to be held. The list shall aiso be produced and kept at
the time and place of the meeting during the whole time thereof, and may be inspected by any Stockholder who is present. The Corporation shall
maintain the list of Stockholders in written form or in another form capable of conversion into written form within a reasonable time. Upon the
willful neglect or refusal of the Directors to produce such a list at any meeting for the election of Directors, they shall be ineligible for election to any
office at such meeting. The stock ledger shall be the only evidence as to who are the Stockholders entitled to examine the stock ledger. the list of
Stockholders or the books of the Corporation, or to vote in person or by proxy at any meeting of Stockholders.

2.9 QUORUM OF STOCKHOLDERS: ADJOURNMENT. Except as otherwise provided by any statute, the Certificate of Incorporation or these
Bylaws. the holders of a majority of all outstanding shares of stock entitled to vote at any meeting of Stockholders, present in person or represented
by proxy. shall constitute a quorum for the transaction of any business at such meeting. When a quorum is once present to organize a meeting of
Stockhelders. it is not broken by the subsequent withdrawal of any Stockholders. The holders of a majority of the shares of stock present in person or
represented by proxy at any meeting of Stockholders, including an adjourned meeting, whether or not a quorum is present, may adjourn such meeting
to another time and place. Shares of its own stock belonging to the Corporation or to another corporation, if a majority of the shares entitled to vote in
the election of Directors of such other corporation is held, directly or indirectly, by the Corporation, shall neither be entitled to vote nor be counted
for quorum purposes; provided, however, that the foregoing shall not limit the right of the Corporation to vote stock, including but not limited to its
own stock, held by it in a fiduciary capacity.

2.10 VOTING: PROXIES. Unless otherwise provided in the Certificate of Incorporation, every Stackholder of record shall be entitled at every
meeting of Stockholders to one vote for each share of capital stock standing in his or her name on the record of Stockholders determined in
accordance with Section 2.5 hereof. If the Certificate of Incorporation provides for more or less than one vote for any share on any matter, each
reference in the Bylaws or the General Corporation Law to a majority or other proportion of stock shall refer to such majority or other proportion of
the votes of such stock. The provisions of Sections 212 and 217 of the General Corporation Law shail apply in determining whether any shares of
capital stock may be voted and the persons, if any, entitled to vote such shares; but the Corporation shall be protected in
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assuming that the persons in whose names shares of capital stock stand on the stock ledger of the Corporation are entitled to vote such shares.
Holders of redeemable shares of stock are not entitled to vote after the notice of redemption s mailed to such holders and a sum sufficient to redeem
the stocks has been deposited with a bank. trust company, or other financial institution under an irrevocable obligation to pay the holders the
redemption price on surtender of the shares of stock. At any meeting of Stockholders (at which a quorum was present to organize the meeting). all
matters, except as otherwise provided by statute or by the Certificate of Incorporation or by these Bylaws. shall be decided by a majority of the votes
cast at such meeting by the holders of shares present in person or represented by proxy and entitled to vote thereon, whether or not a quorum 1s
present when the vote is taken. Where a separate vote by a class or classes of stock is required by statute. the Certificate of Incorporation or these
Bylaws, a majority of the outstanding shares of such class or classes present in person or represented by proxy shall constitute a quorum entitled to
take action with respect t0 that vote on that matter, and such matter shall be decided by a majority of the votes of such ciass or classes present in
person or represented by proxy at the meeting. Directors may be elected either by written ballot or by voice vote. In voting on any other question on
which a vote by ballot 1s required by law or is demanded by any Stockholder entitled to vote. the voting shall be by ballot. Each ballot shall be signed
by the Stockholder voting or the Stockholder's proxy and shall state the number of shares voted. On all other questions. the voting may be by voice
vote. Each Stockholder entitled to vote at a meeting of Stockholders may authonize another person or persons to act for such Stockholder by proxy.
The validity and enforceability of any proxy shall be determined in accordance with Section 212 of the General Corporation Law. A Stockholder may
revoke any proxy that is not irrevocable by attending the meeting and voting in person or by filing an instrument in writing revoking the proxy or by
delivering a proxy in accordance with applicable law bearing a later date to the Secretary.

2.11 VOTING PROCEDURES AND INSPECTORS OF ELECTION AT MEETINGS
OF STOCKHOLDERSs. The Corporation, in advance of any meeting of Stockholders, shall appoint one or more inspectors to act at the meeting and
make a written report thereof. The Corporation may designate one or more persons as alternate inspectors to replace any inspector who fails to act. if
no inspector or alternate is able to act at a meeting, the person presiding at the meeting shall appoint, one or more inspectors to act at the meeting.
Each inspector, before entering upon the discharge of his or her duties, shall take and sign an oath faithfully to execute the duties of inspector with
strict impartiality and according to the best of his or her ability. The inspectors shall (a) ascertain the number of shares outstanding and the voting
power of each, (b) determine the shares represented at the meeting and the validity of proxies and ballots, (¢) count all votes and ballots, {d)
determine and retain for a reasonable period a record of the disposition of any challenges made to any determination by the inspectors, and (e) certify
their determination of the number of shares represented at the meeting and their count of all votes and ballots. The inspectors may appoint or retain
other persons or entities to assist the inspectors in the performance of their duties. The date and time of the opening and



the closing of the polis for each matter upon which the Stockholders will vote at a meeting shall be determined by the person presiding at the meeting
and shall be announced at the meeting. No ballot, proxies or votes, or any revocation thereof or change thereto, shall be accepted by the mspectors
after the closing of the polls unless the Court of Chancery of the State of Delaware upon application by a Stockholder shali determine othenwise.

2.12 CONDUCT OF MEETINGS. (a) At each meeting of Stockholders, the President, or in the absence of the President, the Chairman. or if there 15
no Chairman or if there be one and the Chairman is absent, an Executive Vice President, and in case more than one Executive Vice President shail be
present. that Executive Vice President designated by the Board (or in the absence of any such designation, in the order of their first election, present),
or it there is no Executive Vice President or if there be one and the Executive Vice President is absent. a Vice President, and in case more than one
Vice President shall be present, that Vice President designated by the Board (or in the absence of any such designation, in the order of their first
election, present), shall act as chairman of the meeting. The Secretary, or in his or her absence one of the Assistant Secretaries, shall act as secretary
of the meeting. In case none of the officers above designated to act as chairman or secretary of the meeting, respectively. shall be present. a chairman
or a secretary of the meeting, as the case may be, shall be chosen by a majority of the votes cast at such meeting by the holders of shares of capital
stock present in person or represented by proxy and entitled to vote at the meeting.

2.13 ORDER OF BUSINESS. The order of business at all meetings of Stockholders shall be as determined by the chairman of the meeting, but the
order of business to be followed at any meeting at which a quorum is present may be changed by a majority of the votes cast at such meeting by the
holders of shares of capital stock present in person or represented by proxy and entitled to vote at the meeting.

2.14 WRITTEN CONSENT OF STOCKHOLDERS WITHOUT A MEETING. Unless otherwise provided in the Certificate of Incorporation. any
action required or permitted by the General Corporation Law to be taken at any annual or special meeting of Stockholders may be taken without a
meeting, without prior notice and without a vote, if a consent or consents in writing, setting forth the action so taken, shall be signed by the holders of
outstanding stock having not less than the minimum number of votes that would be necessary to authorize or take such action at a meeting at which
all shares entitled to vote thereon were present and voted and shall be delivered (by hand or by certified or registered mail, return receipt requested)
to the Corporation by delivery to its registered office in the State of Delaware, its principal place of business, or an officer or agent of the Corporation
having custody of the book in which proceedings of meetings of stockholders are recorded. Every written consent shall bear the date of signature of
each stockholder who signs the consent and no written consent shall be effective to take the corporate action referred to therein unless, within 60 days
of the earliest dated consent delivered in the manner required by this Section 2.14, written consents signed by a
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sufficient number of Stockholders to take action are delivered to the Corporation as aforesaid. Prompt notice of the taking of the corporate action
without 2 meeting by less than unanimous written consent shall be given to those Stockholders who have not consented in writing and who, 1f the
action had been taken at a meeting, would have been entitled to notice of the meeting if the record date for such meeting had been the date that
written consents signed by a sufficient number of Stockholders to take the action were delivered to the Corporation as aforesaid.

ARTICLE 3

DIRECTORS
3.1 GENERAL POWERS. Except as otherwise provided in the Certificate of Incorporation, the business and affairs of the Corporation shalt be
managed by or under the direction of the Board. The Board may adopt such rules and regulations, not inconsistent with the Certificate of
[ncorporation or these Bylaws or applicable laws, as it may deem proper for the conduct of its meetings and the management of the Corporation. In
addition to the powers expressly conferred by these Bylaws, the Board may exercise all powers and perform all acts that are not required. by these
Bylaws or the Certificate of Incorporation or by statute, to be exercised and performed by the Stockholders.

3.2 NUMBER: QUALIFICATION; TERM OF OFFICE. The Board shall consist of not less than three or more than 15 members. The exact
number of Directors within the minimum and maximum limitations specified in the preceding sentence shall be fixed from time to time by resolution
adopted by a majority of the Entire Board then in office, whether or not present at a meeting. Directors need not be Stockholders. The Directors shall
be divided into three classes with the term of office of the first class to expire at the first annual meeting of Stockholders of the Corporation next
following the end of the Corporation's fiscal year ending December 31, 1998, the term of office of the second class to expire at the first annual
meeting of Stockholders of the Corporation next following the end of the Corporation’s fiscal year ending December 31, 1999 and the term of office
of the third class to expire at the annual meeting of Stockholders of the Corporation next following the end of the Corporation’s fiscal year ending
December 31, 2000. At each annual meeting of Stockholders following such initial election as specified above, Directors elected to succeed those
Directors whose terms expire shall be elected for a term of office to expire at the third succeeding annual meeting of Stockholders after their election.

3.3 TENURE. Notwithstanding any provisions to the contrary contained herein, (i) each Director shall hold office until his or her successor is
elected and qualified, or until the earlier of such Director's death, resignation or removal and (ii) the
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term of any director who 1s also an officer of the Corporation shall terminate if he or she ceases to be an officer of the Corporation.

3.4 ELECTION. Directors shall, except as otherwise required by statute or by the Certificate of Incorporation, be elected by a plurality of the votes
cast at a meeting of Stockholders by the holders of shares present in person or represented by proxy at the meeting and entitled to vote in the elcction.

3.5 NEWLY CREATED DIRECTORSHIPS AND VACANCIES. Subject to the rights of the holders of any series of preferred stock of the
Corporation then outstanding, newly created directarships resuiting from any increase in the authorized number of Directors or anv vacancies in the
Board resulting from death. resignation, retirement, disqualification, removal from office or other cause shall be filled by a majority vote of the
remaining Directors then in office although less than a quorum, or by a sole remaining Director and Directors so chosen shall hold office for a term
expinng at the annual meeting of stockholders at which the term of the class to which they have been elected expires or. in each case, until their
respective successors are duly elected and qualified. No decrease in the number of Directors constituting the Board shall shorten the term of ans
incumbent Director. When any Director shall give notice of resignation effective at a future date, the Board may fill such vacancy to take effect when
such resignation shall become effective.

3.6 RESIGNATION. Any Director may resign atany time by written notice to the Corporation. Such resignation shall take effect at the time
therein specified, and, unless otherwise specified in such resignation, the acceptance of such resignation shall not be necessary to make it effective.

3.7 REMOVAL. Any one or more or all of the Directors may be removed, at any time. but only for cause by the Stockholders having at least a
majority in voting power of the then issued and outstanding shares of capital stock of the Corporation. If pursuant to the Certificate of Incorporation a
Director is elected by a voting group of Stockholders, only the Stockholders of the voting group may participate in the vote to remove such Director.

3.8 COMPENSATION. Each Director, in consideration of his or her service as such, may receive from the Corporation such amount per annum or
such fees for attendance at Directors' meetings, or both, as the Board may from time to time determine, together with reimbursement for the
reasonable out-of-pocket expenses, if any, incurred by such Director in connection with the performance of his or her duties. Each Director who shall
serve as a member of any committee of Directors in consideration of serving as such may receive such additional amount per annum or such fees for
attendance at committee meetings, or both, as the Board may from time to time determine, together with reimbursement for the reasonable out-of-
pocket expenses, if any, incurred by such Director in the performance of his or her duties. Nothing
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contained in this Section 3.8 shall preclude any Director from serving the Corporation or its subsidiaries in any other capacity and receiving proper
compensation therefor.

3.9 TIMES AND PLACES OF MEETINGS. The Board may hold meetings, both regular and special. either within or without the State of Delaware.
The times and places for holding meetings of the Board may be fixed from time to time by resolution of the Board or (unless contrary to a resolution
of the Board) in the notice of the meeting.

310 ANNUAL MEETINGS. On the day when and at the place where the annual meeting of Stockholders for the election of Directors is held. and
as soon as practicable thereafter, the Board may hold its annual meeting, without notice of such meeting, provided a quorum shall be present. for the
purposes of organization. the election of officers and the transaction of other business. The annual meeting of the Board may be held at any other
time and place specified in a notice given as provided in Section 3.12 hereof for special meetings of the Board or in a waiver of notice thereof.

311 REGULAR MEETINGS. Regular meetings of the Board may be held without notice at such times and at such places as shall from time to
time be determined by the Board.

312 SPECIAL MEETINGS. Special meetings of the Board may be called by the President or any Director then serving on at least one dav's notice
to each Director given by one of the means specified in Section 3.15 hereof other than by mail, or on at least three days' notice if given by mail.

3.13 TELEPHONE MEETINGS. Directors or members of any committee designated by the Board may participate in a meeting of the Board or of
such committee by means of conference telephone or similar communications equipment by means of which all persons participating in the meeting
can hear each other, and participation in a meeting pursuant to this Section 3.13 shall constitute presence in person at such meeting.

3.14 ADJOURNED MEETINGS. A majority of the Directors present at any meeting of the Board, including an adjourned meeting, whether or not a
quorum is present, may adjourn such meeting to another time and place. At least one day's notice of any adjouned meeting of the Board shall be
given to each Director whether or not present at the time of the adjournment, if such notice shall be given by one of the means specified in Section

3.15 hereof other than by mail, or at least three days’ notice if by mail. Any business may be transacted at an adjourned meeting that might have been
transacted at the meeting as originally called.

3.I5 NOTICE PROCEDURE. Subject to Sections 3.13 and 3.16 hereof, whenever, under the provisions of any statute, the Certificate of

Incorparation or these Bylaws, notice is required to be given to any Director, such notice shall be deemed given effectively if given in person or by
telephone, by mail addressed to such Director at such



Director's address as it appears on the records of the Corporation, with postage thereon prepaid, or by telegram, telex. telecopy or similar means
addressed as aforesaid.

316 WAIVER OF NOTICE. Whenever the giving of any notice is required by statute, the Certificate of Incorporation or these Bylaws. a waiver
thereof. in writing, signed by the person or persons entitled to said notice, whether before or after the event as to which such notice is required. shall
be deemed equivalent to notice. Attendance by a person at a meeting shall constitute a waiver of notice of such meeting except when the person
attends a meeting for the express purpose of objecting, at the beginning of the meeting, to the transaction of any business on the ground that the
meeting has not been fawfully called or convened. Neither the business to be transacted at, nor the purpose of, any regular or spectal meeting of the
Directors or a committee of Directors need be specified in any written waiver of notice uniess so required by statute, the Certificate of Incorporation
or these Bylaws.

3.17 ORGANIZATION. At each meeting of the Board, the Chairman, or in the absence of the Chairman, the President. or in the absence of the
President, a chairman chosen by a majority of the Directors present, shall preside. The Secretary shall act as secretary at each meeting of the Board.
In case the Secretary shall be absent from any meeting of the Board, an Assistant Secretary shall perform the duties of secretary at such meeting; and
in the absence from any such meeting of the Secretary and all Assistant Secretaries, the person presiding at the meeting may appoint any person to act
as secretary of the meeting.

3.18 QUORUM OF DIRECTORS. Except as otherwise expressly provided by statute or the Certificate of Incorporation, the presence in person
of a majority of the Entire Board shall be necessary and sufficient to constitute a quorum for the transaction of business at any meeting of the Board,
but a majority of a smaller number may adjourn any such meeting to a later date.

319 ACTION BY MAJORITY VOTE. Except as otherwise expressly required by statute, the Certificate of Incorporation or these Bylaws, the act
of a majority of the Directors present at a meeting at which a quorum is present shall be the act of the Board.

3.20 ACTION WITHOUT MEETING. Unless otherwise restricted by the Certificate of Incorporation or these By-laws, any action required or
permitted to be taken at any meeting of the Board or of any committee thereof may be taken without a meeting if all Directors or members of such
committee, as the case may be, consent thereto in writing, and the writing or writings are filed with the minutes of proceedings of the Board or
committee.

ARTICLE 4
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COMMITTEES OF THE BOARD

The Board, by resolution adopted by a majority of the Entire Board, may designate one or more committees. cach committee (0 consist of one or
more of the Directors of the Corporation. The Board may designate one or more Directors as alternate members of any committec. who mayv replace
any absent or disqualificd member at any meeting of such committee. If a member of a committee shall be absent from any meeting, or disqualitied
from voting thereat, the remaining member or members present and not disqualified from voting, whether or not such member or members constitute
a quorum. may, by a unanimous vote. appoint another member of the Board to act at the meeting in the place of any such absent or disqualified
member. Any such committee, to the extent provided in the resolution of the Board or these Bylaws, shall have and may exercise all the powers and
authority of the Board in the management of the business and affairs of the Corporation, and may authorize the seal of the Corporation to be
impressed on all papers that may require it, but no such commuttee shall have the power or authority of the Board in reference to: (i) approving. or
recommending to the Stockholders, any action that the Delaware General Corporation Law requires to be approved by the Stockholders: (1) filling
vacancies on the Board or on any of its commuttees: (iii) amending the Certificate of Incorporation: (iv) adopting. amending. or repealing these
Bylaws: (v) approving a plan of merger not requiring approval of the Stockholders; (vi) authorizing or approving a distribution, except according to
a general formula or method prescribed by the Board: or (vii) authorizing or approving the issuance or sale or contract for sale of shares, or determine
the designation and relative rights, preferences. and limitations of a class or series of shares, except that the Board may authorize a commuittee, or a
senior executive officer of the Corporation, to do so within limits specifically prescribed by the Board. Unless otherwise specified in the resolution of
the Board designating a committee, at all meetings of such committee a majority of the total number of members of the committee shall constitute a
quorum for the transaction of business, and the vote of a majority of the members of the committee present at any meeting at which there is a quorum
shall be the act of the committee. Each committee shall keep regular minutes of its meetings and report the same to the Board when required. Unless
the Board otherwise provides, each committee designated by the Board may make, alter and repeal rules for the conduct of its business. [n the
absence of such rules each committee shall conduct its business in the same manner as the Board conducts its business pursuant to Article 3 of these
Bylaws.

ARTICLE §

OFFICERS
5.1 POSITIONS. The officers of the Corporation shall be a President, a Secretary, a Treasurer and such other officers as the Board may appoint,
including a Chairman, a Chief Executive Officer, one or more Executive Vice Presidents, one or more Vice Presidents and one or
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more Assistant Secretarics and Assistant Treasurers, who shall exercise such powers and perform such duties as shall be determined from time to
ume by the Board. The Board may use descriptive words or phrases to designate the standing. seniority or areas of special competence of the Vice
Presidents elected or appointed by it. Any number of offices may be held by the same person unless the Certificate of Incorporation or these Byvlaws
otherwise provide.

5.2 APPOINTMENT. The officers of the Corporation shall be chosen by the Board at its annual meeting or at such other time or times as the
Board shall determine.

5.3 COMPENSATION. The compensation of all officers of the Corporation shall be fixed by, or in the manner prescribed by, the Board. No
officer shall be prevented from receiving a salary or other compensation by reason of the fact that the officer is also a Director.

5.4 TERM OF OFFICE. Each officer of the Corporation shall hold office for the term for which he or she is elected and until such officer's successor
15 chosen and qualifies or until such officer's earlier death. resignation or removal. Any officer may resign at any time upon written notice to the
Corporation. Such resignation shall take effect at the date of receipt of such notice or at such later time as is therein specified. and. unless otherwise
specified, the acceptance of such resignation shall not be necessary to make it effective. The resignation of an officer shall be without prejudice to the
contract nights of the Corporation, if any. Any officer elected or appointed by the Board may be removed at any time, with or without cause, by vote
of a majority of the Entire Board. Any vacancy occurring in any office of the Corporation shall be filled by the Board. The removal of an officer
without cause shall be without prejudice to the officer's contract rights, if any. The election or appointment of an officer shall not of itself create
contract rights.

5.5 FIDELITY BONDS. The Corporation may secure the fidelity of any or all of its officers or agents by bond or otherwise.

5.6 CHAIRMAN. The Chairman shall exercise such duties as are and may be prescribed from time to time by the Board. In the absence of or
disability of the Chairman, an officer appointed by the Chairman, or if the Chairman fails to make such appointment, by the Board, shall perform the
duties and exercise the powers of the Chairman. The Chairman may sign, execute and deliver, in the name of the Corporation, powers of attorney,
contracts, bonds and other obligations which implement policies estabiished by the Board. The Chairman shall preside at all meetings the Board at
which he is present, and shall perform such other duties as may be prescribed from time to time by the Board or these Bylaws.
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5.7 CHIEF EXECUTIVE OFFICER. The Chief Executive Officer shall exercise such duties as are and may be prescribed from time to tme by the
Board. The Chief Exccutive Officer may sign, execute and deliver, in the name of the Corporation, powers of attomey, contracts bonds and other
obligations which implement policies established by the Board.

5.8 PRESIDENT. The President shall be responsible to. and shall exercise such duties as are and may be prescribed from time to time by. the
Board. The President may sign, execute and detiver. in the name of the Corporation, powers of attorney, contracts, bonds and other obligations which
implement policies established by the Board.

5.9 EXECUTIVE VICE PRESIDENT. In the absence of the President or in the event of his death, inability or refusal to act, the Executive Vice
President. if any. or in the event there be more than one Executive Vice President, the Executive Vice Presidents, in the order designated. or in the
absence of any designation, then in the order of their first election, shall perform the duties of the President. and when so acting, shall have all the
powers of and be subject to all the restrictions upon the President. The Executive Vice President shall generally assist the President and shall perform
such other duties and have such other powers as the Board may from time to time prescribe.

5.10 VICE PRESIDENT. Inthe absence of the Executive Vice President or in the event of his death, inability or refusal to act. the Vice President,
if any. or in the event there be more than one Vice President, the Vice Presidents, in the order designated, or in the absence of any designation. then
in the order of their first ¢lection. shall perform the duties of the Executive Vice President, and when so acting, shall have all the powers of and be
subject to all the restrictions upon the Executive Vice President. The Vice President shall generally assist the President and shall perform such other
duties and have such other powers as the Board may from time to time prescribe.

5.11 SECRETARY. The Secretary shall attend all meetings of the Board and all meetings of the stockholders and shall record all the proceedings of
the meetings of the stockholders and of the Board in a book to be kept for that purpose and shall perform like duties for the standing committees
when requested by such committees. The Secretary shall give, or cause to be given, required notice of all meetings of the stockholders and the Board,
and shall perform such other duties as may be prescribed by the Board or assigned by the President or Chairman. The Secretary shall have custody of
the stock certificate books and stockholder records and such other books and records as the Board may direct. The Secretary shall have custody of the
corporate seal of the Corporation and shall have authority to affix the same to any instrument, and when so affixed, it may be attested by the

Secretary's signature. The Board may give general authority to any other officer to affix the seal of the Corporation and to attest the affixing thereof
by his signature.
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S.12 ASSISTANT SECRETARY. Any Assistant Secretary elected by the Board shall have the same duties as prescribed for the Secretary and shall
perform such duties at the direction of the Secretary, to assist the Secretary, and in the absence of the Secretary. at the direction of the Chairman. the
President or any Vice President, and otherwise as directed from time to time by the Chairman, the President or the Board.

5.13 TREASURER OR CHIEF FINANCIAL OFFICER. The Treasurer or Chief Financial Officer shall have the custody of the corporate funds
and securities and shall keep full and accurate accounts of receipts and disbursements in books belonging to the Corporation, and shall deposit all
moneys and other valuable effects in the name and to the credit of the Corporation in such depositories as may be designated by the Board, and shall
disburse the funds of the Corporation. as may be ordered by the Board, taking proper vouchers for such disbursements, and shall render to the
Chairman, the President and the Board at its regular meetings, or when the Board so requires, an account of all his transactions as treasurer and of the
financial condition of the Corporation, and shall perform such other duties and have such other powers as the Board, the Chairman or the President
may from time to time prescribe.

5.14 ASSISTANT TREASURER. Any Assistant Treasurer elected by the Board shall have the same duties as prescribed for the Treasurer and shall
perform such duties at the direction of the Treasurer, to assist the Treasurer, and in the absence of the Treasurer, at the direction of the Chairman, the
President or any Vice President. and otherwise as directed from time to time by the Chairman, the President or the Board.

ARTICLE 6

CONTRACTS, CHECKS. DRAFTS, BANK ACCOUNTS,. ETC.
6.1 EXECUTION OF CONTRACTS. The Board, except as otherwise provided in these Bylaws, may prospectively or retroactively authorize any
officer or officers, employee or employees or agent or agents, in the name and on behalf of the Corporation, to enter into any contract or execute and
deliver any instrument, and any such authority may be general or confined to specific instances, or otherwise limited.

6.2 LOANS. The Board may prospectively or retroactively authorize the President or any other officer, employee or agent of the Corporation to
effect loans and advances at any time for the Corporation from any bank, trust company or other institution, or from any firm, corporation or
individual, and for such loans and advances the person so authorized may make, execute and deliver promissory notes, bonds or other certificates or
evidences of indebtedness of the Corporation, and, when authorized by the Board so to do. may pledge and hypothecate or transfer any securities or
other property of the Corporation as security for any such loans or advances. Such authority conferred by the Board may be general or confined to
specific instances, or otherwise limited.
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6.3 CHECKS, DRAFTS. ETC. All checks. drafts and other orders for the payment of money out of the funds of the Corporartion and all evidences of
indebtedness of the Corporation shall be signed on behalf of the Corporation in such manner as shall from time to time be determined by resolution
of the Board.

6.4 DEPOSITS. The funds of the Corporation not otherwise employed shall be deposited from time to time to the order of the Corporation with
such banks. trust companies, investment banking firms. financial institutions or other depositaries as the Board may select or as may be selected by
an officer. employee or agent of the Corporation to whom such power to select may from time to time be delegated by the Board.

ARTICLE 7

STOCK AND DIVIDENDS
7.1 CERTIFICATES REPRESENTING SHARES. The shares of capital stock of the Corporation shall be represented by certificates in such form
(consistent with the provisions of Section 158 of the General Corporation Law) as shall be approved by the Board. Such certificates shall be signed
by the Chairman, the President, an Executive Vice President or a Vice President and by the Secretary or an Assistant Secretary or the Treasurer or an
Assistant Treasurer, and may be impressed with the seal of the Corporation or a facsimile thereof. If the Corporation is authorized to issue direct
classes of shares or different series within a class, the designations, relative rights, preferences, and limitations applicable to each class and the
variations in nghts, preferences, and limitations determined for each series (and the authority of the Board to determine variations for future scries)
shall be summarized on the front or back of each certificate of shares of such class or series. Alternatively, each certificate may state conspicuously
on its front or back that the Corporation will furnish the Stockholder this information on request in writing and without charge. All ceruficates for
shares shall be consecutively numbered or otherwise identified. The name and address of the person to whom the shares represented thereby are
issued, with the number of shares and date of issue, shall be entered on the stock transfer books of the Corporation. The signatures of the officers
upon a certificate may be facsimiles, if the certificate is countersigned, manually or by facsimile signature, by a transfer agent or registrar other than
the Corporation itself or its employee. In case any officer, transfer agent or registrar who has signed or whose facsimile signature has been placed
upon any certificate shall have ceased to be such officer, transfer agent or registrar before such certificate is issued, such certificate may. unless

otherwise ordered by the Board, be issued by the Corporation with the same effect as if such person were such officer, transfer agent or registrar at
the date of issue.
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7.2 TRANSFER OF SHARES. Transters of shares of capital stock of the Corporation shall be made only on the books of the Corporation by the
holder thereof or by the holder's duly authorized attomey appointed by a power of attorney duly exccuted and filed with the Secretary or a transter
agent of the Corporation. and on surrender of the certificate or certificates representing such shares of capital stock properly endorsed for transfer
and upon payment of all necessary transfer taxes. Every certificate exchanged, retumed or surrendered to the Corporation shall be marked
“Canceled.” with the date of cancellation. by the Secretary or an Assistant Secretary or the transfer agent of the Corporation. A person in whose name
shares of capital stock shall stand on the books of the Corporation shall be deemed the owner thereof to receive dividends. to vote as such owner and
for all other purposes as respects the Corporation. No transfer of shares of capital stock shalt be valid as against the Corporation, its Stockholders and
creditors for any purpose, except to render the transferee liable for the debts of the Corporation to the extent provided by law, until such transfer shall
have been entered on the books of the Corporation by an entry showing from and to whom transferred.

7.3 TRANSFER AND REGISTRY AGENTS. The Corporation may from time to time maintain one or more transfer offices or agents and registry
offices or agents at such place or places as may be determined from time to time by the Board.

7.4 LOST, DESTROYED, STOLEN AND MUTILATED CERTIFICATES. The holder of any shares of capital stock of the Corporation shall
immediately notify the Corporation of any loss, destruction, theft or mutilation of the certificate representing such shares, and the Corporation may
issue a new ceruficate to replace the certificate alleged to have been lost, destroyed, stolen or mutilated. The Board may. in its discretion. as a
condition to the issue of any such new certificate, require the owner of the lost, destroyed. stolen or mutilated certificate, or his or her legal
representatives, to make proof satisfactory to the Board of such loss, destruction, theft or mutilation and to advertise such fact in such manner as the
Board may require, and to give the Corporation and its transfer agents and registrars, or such of them as the Board may require, a bond in such form,
in such sums and with such surety or sureties as the Board may direct, to indemnify the Corporation and its transfer agents and registrars against any
claim that may be made against any of them on account of the continued existence of any such certificate so alleged to have been lost, destroyed,
stolen or mutilated and against any expense in connection with such claim.

7.5 RULES AND REGULATIONS. The Board may make such rules and regulations as it may deem expedient, not inconsistent with these Bylaws
or with the Certificate of [ncorporation, concerning the issue, transfer and registration of certificates representing shares of its capital stock.

7.6 RESTRICTION ON TRANSFER OF STOCK. A written restriction on the transfer or registration of transfer of capitai stock of the Corporation,
if permitted by Section 202 of the General Corporation Law and noted conspicuously on the certificate
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representing such capital stock. may be enforced against the holder of the restricted capital stock or any successor or transferee of the holder.
including an executor, admimnistrator, trustee, guardian or other fiduciary entrusted with like responsibility for the person or estate of the holder
Unless noted conspicuously on the certificate representing such capital stock. a restriction. even though permitted by Section 202 of the General
Corporation Law, shall be ineffective except against a person with actual knowledge of the restriction. A restriction on the transfer or registration of
transfer of capital stock of the Corporation may be imposed either by the Certificate of Incorporation or by an agreement among any number of
Stockholders or among such Stockholders and the Corporation. No restriction so imposed shall be binding with respect to capital stock issued prior to
the adoption of the restriction unless the holders of such capital stock are parties to an agreement or voted in favor of the restriction.

7.7 DIVIDENDS, SURPLUS. ETC. Subject to the provisions of the Certificate of Incorporation and of law, the Board:

7.7.1  may declare and pay dividends or make other distributions on the outstanding shares of
capital stock in such amounts and at such time or times as it, in its discretion, shall deem advisable
giving due consideration to the condition of the affairs of the Corporation:

7.7.2 may use and apply. in its discretion, any of the surplus of the Corperation in purchasing or
acquiring any shares of capital stock of the Corporation, or purchase warrants therefor, in
accordance with law, or any of its bonds, debentures, notes, scrip or other securities or evidences
of indebtedness: and

7.7.3 may set aside from time to time out of such surplus or net profits such sum or sums as. in its
discretion, it may think proper, as a reserve fund to meet contingencies, or for equalizing
dividends or for the purpose of maintaining or increasing the property or business of the
Corporation, or for any purpose it may think conducive to the best interests of the Corporation.

ARTICLE 8
BOOKS AND RECORDS
8.1 BOOKS AND RECORDS. There shall be kept at the Office of the Corporation correct and complete records and books of account recording

the financial transactions of the Corporation and minutes of the proceedings of the Stockholders, the Board and any committee of the Board. The
Corporation shall keep at its principal office, or at the office of the transfer agent or registrar of the Corporation, a record
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contasing the names and addresses of all Stockholders, the number and class of shares held by each and the dates when they respectively became the
owners of record thereof.

8.2 FORM OF RECORDS. Any records maintained by the Corporation in the regular course of its business. including its stock ledger, books of
account, and minute books. may be kept on, or be in the form of, punch cards. magnetic tape, photographs, microphotographs. or any other
information storage device, provided that the records so kept can be converted into clearly legible written form within a reasonable time. The
Corporation shall so convert any records so kept upon the request of any person entitled to inspect the same.

8.3 INSPECTION OF BOOKS AND RECORDS. Except as otherwise provided by law, the Board shall determine from time to time whether,
and, 1f allowed, when and under what conditions and regutations, the accounts, books, minutes and other records of the Corporation. or any of them,
shall be open to the Stockholders for inspection.
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ARTICLE 9

SEAL
The corporate seal, if the Board elects to adopt one. shall have inscribed thereon the name of the Corporation, the vear of its organization and the
words "Corporate Seal, Delaware.” The seal may be used by causing it or a facsimtle thereof to be impressed or affixed or otherwise reproduced.

ARTICLE 10

FISCAL YEAR
The fiscal year of the Corporation shall end on December 31 of each calendar year, and may be changed, by resolution of the Board.

ARTICLE 11

PROXIES AND CONSENTS

Unless otherwise directed by the Board, the Chairman, the President, any Executive Vice President, any Vice President, the Secretary or the
Treasurer, or any one of them, may execute and deliver on behalf of the Corporation proxies respecting any and all shares or other ownership
interests of any Other Entity owned by the Corporation appointing such person or persons as the officer executing the same shall deem proper to
represent and vote the shares or other ownership interests so owned at any and all meetings of holders of shares or other ownership interests, whether
general or special, and/or to execute and deliver consents respecting such shares or other ownership interests; or any of the aforesaid officers may
attend any meeting of the holders of shares or other ownership interests of such Other Entity and thereat vote or exercise any or all other powers of
the Corporation as the holder of such shares or other ownership interests.

ARTICLE 12
OFFICES

12.1 REGISTERED OFFICE. The registered office of the Corporation shall be at 32 Loockerman Square, Suite L-100, in the City of Dover,
County of Kent, State of Delaware. The registered agent of the corporation at such address is The Prentice-Hall Corporation System. Inc.
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122 OTHER OFFICES. The Corporation may also have offices, including its principal office, at such other places both within and without the
State of Delaware as the Board of Directors may from time to time determine or the business of the Corporation may require.

ARTICLE 13

EMERGENCY BYLAWS
Unless the Certificate of Incorporation provides otherwise, the following provisions of this Article 13 shall be effective during an emergency
resulting from an attack on the United States or during any nuclear or atomic disaster or during the existence of a similar catastrophe. During such
emergency:

13.1 NOTICE TO BOARD MEMBERS. Any one member of the Board or any one of the following officers: Chairman. President. any Executive
Vice President, any Vice President, Secretary, or Treasurer, may call a meeting of the Board. Such person shall use reasonable efforts to notify all
members of the Board, but notice of such meeting need be given only to those Directors whom after reasonable effort it is practicable to reach. and
may be given in any practical manner, including by publication and radio. Such notice shall be given at least six hours prior to commencement of the
meeting.

13.2 TEMPORARY DIRECTORS AND QUORUM. One or more officers of the Corporation present at the emergency Board meeting, as is
necessary to achieve a quorum, shall be considered to be Directors for the meeting, and shall so serve in order of rank. and within the same rank. in
order of seniority. In the event that less than a quorum of the Directors are present (including any officers who are to serve as Directors for the
meeting), those Directors present (including the officers serving as Directors) shall constitute a quorum. Notwithstanding the foregoing, no meeting
of the Board shall take place pursuant to this Article 13 without the presence of at least three Directors (not including officers serving as Directors for
the meeting).

133 ACTIONS PERMITTED TO BE TAKEN. The Board as
constituted in Section 13.2 hereof, and after notice as set forth in Section 13.1 hereof may:

13.3.1 prescribe emergency powers to any officer of
the Corporation;

13.3.2 delegate to any officer or Director, any of the powers of the Board;
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13.3.3 designate lines of succession of officers and agents, in the event that anv of them are unable to
discharge their duties:

13.3.4 relocate the principal place of business, or designate successive or simultaneous principal places of
business; and

13.3.5 take any other action reasonably necessary to carry on the business of the Corporation.

13.4 EFFECTIVENESS OF EMERGENCY BYLAWS. To the extent that they are not inconsistent with the
provisions of this Article 13, all other provisions of these Bylaws shall remain in effect during an emergency.
Upon termination of the emergency, the provisions of this Article 13 shall cease to be operative.

ARTICLE 14

AMENDMENTS
Except as otherwise expressly specified in the Certificate of [ncorporation or these Bylaws, the Board may from time to time adopt. amend or repeal
the Bylaws; provided, however, that any Bylaws adopted or amended by the Board may be amended or repealed, and any Bylaws may be adopted. by
a vote of the Stockholders having at least two-thirds of the voting power of the then issued and outstanding shares of capital stock of the Corporation.

* & %
CERTIFICATION
The undersigned, in his capacity as Secretary of the Corporation, hereby certifies that the foregoing is the Amended and Restated Bylaws of the
Corporation adopted by the Board of the Corporation on this day of July, 1998.

Michael A. Lubin
Secretary of Pathnet, Inc.



Exhibit 10.1.3
Amendment #5 to Master Agreement
Dated 8 August. 1997 between Pathnet. Inc.
and NEC America, [nc.

Except as expressed herein. the terms and conditions of the Master Agreement remain in full force and effect:

Article 2.

22

Article 3.

35

3.6

Scope of Contract

Modify (a) to read, "Appendix A - Sellers Quotation,
DCQI8-M200554A, dated 9/18/98,  excluding General Terms and
Conditions".

Prices

Delete "Subject to Section 3.2, the pricing stated in Appendix

A ts valid for orders placed within three years from the
signing of this Agreement and is" and modify first paragraph
to read, "Subject to  Article 3.2, the pricing stated in
Appendix A hereto is valid for orders placed from the date
9/18/98 for the balance of the Master Agreement term, subject
to Article 3.5  below, as  expressed in Article 5. Term and
Option, and is "

Delete in its entirety Amendment #3 and replace in the Master
Agreement  with the following, "At the end of calendar year
1999,  the Parties agree to have a good faith negotiation to
reach  mutually beneficial prices for the balance of the
Agreement  term. In  consideration of the prices stated in
Appendix A hereto, Buyer agrees to hold Seller as the primary

supplier of digital microwave equipment as listed in Appendix

A with a minimum share of purchase volume in U.S. dollars of
60% with Buyer having a two supplier relationship and 50% with

Buyer having a three supplier relationship.

Furthermore, Buyer agrees it shall purchase from  Seller,
Equipment in a  cumulative amount of no less than
$200,000,000.00 U.S. dollars by the end of calendar year 2002.

As part of this commitment, in good faith effort, Buyer will

procure no less than a quantity of 700 T/R's (digital
microwave  terminals) each six month period beginning 9/18/98.

Buyer's failure to meet this T/R commitment level as set forth

herein shall result in the sole and exclusive remedy of Seller

as follows: Seller shall reserve the right to withdraw the
pricing levels set forth in this Agreement  for  subsequent
purchases of Equipment.”

Modify to read, "The pricing set forth in Appendix A hereto is

to any orders placed  after 9/18/98."
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Product Support, Training and Other Support

Product Support and Training shall be performed as stated in
the Product Line Support Policy in Appendix A. [n addition to
this Appendix. Seller shall provide Sales Engineering support

to Buyer on an "as needed"” basis at no cost during the term of
this Agreement.

Seller agrees to provide training on an agreed upon scheduled

basis to any new Buyer or Buyer Company engineering personnel
and Buyer operations personnel. Such training can be either at

Seller's facility in Herndon, VA or Buyer's facilities in
Washington, D.C. or Richardson, Texas. For training at Buyer

or Buyer's Company's  facility, Buyer  agrees to reimburse
Seller for the instructor's reasonable travel and living

expense only.

Seller agrees to  provide Buyer: wo hops of radio in
terminal-terminal arrangement configured as follows: 1X1,
frequency diversity/space diversity with switchover
processors. One hop would be installed in each of the Buyer

facilities in Washington, D.C. and Richardson, Texas.

In a good faith effort and to the extent reasonably feasible,
Seller to provide for Seller radio and multiplexer product -
including any enhancements or  modifications thereto, (1)
detailed specification for the OS (Operation System) to NE
(Network Element) operations communications path. This will
include detailed specifications on how the network elements

may be accessed directly or indirectly by the OS and
identifying the protocols used for OS to NE operations and NE

to NE  operations. Conformance statements to all relevant
protocols at the physical, data link, transport, session,
presentation and application layer should be provided. Use of
the proprietary or non-standard protocol implementations must

be identified; (i) a detailed description of the management
interfaces and functionality implemented at the application
layer described in terms of GDMO or TL-1; (111) a technical

contact available to support Buyer during OS development. This

point of contact should possess a detailed understanding of
the protocol interfaces and the network management
applications implemented on the NE. The  primary means  of
contact will be through email to both Wally Strader (Director,

Systems  Engineering) and Robert Lowell {Director, Customer
Engineering) or their successors, if any. To assist Seller in

its response, each such contact should include a priority

listing ranking of either a Level One, Two or Three inquiry
(Level One to denote in need of a response within less than a

week.  Level Two or denote in need of response within one to
two weeks, and Level Three to denote in need of response
beyond two weeks), and (iv) notification to Buyer in the event

of any modifications to the above TMN interfaces or
communication protocols for new product releases and the
appropriate documentation and  support provided as describe
above.

In good faith effort and to the extent reasonably feasible,
Seller will test the current 20008 radio to Bellcore's Network

Equipment  Building System  (NEBS) requirements. Such tests
shall be conducted by either an  independent third party
testing facility or by the manufacturer as  witnessed bya
third party. The testing criteria shall be those elements off

NEBS only that are applicable to the 20008 radio



cquipment and that Seller has stated either meet or may meet the NEBS standard. Seller's intention s to assist Buyver.
where and when practical, in using these tests' results to obtain collocation approval.

Furthermore. in a good faith effort, Seller will design. build and make available during the term of this Master Agreement. a
new enhanced version of the 2000S radio. This new version will be in significant compliance with the NEBS' standard.

NEC America, Inc. Pathnet, Inc.

By: /s/Patrick Stewart By: /s/David Schaeffer
P. Stewart D. Schaeffer

Title: AGM, RCSD Title: Chajrman

Date: 11/19/98 Date; 11/20/98




Exhibit 10.10.2
THIRD AMENDMENT TO LEASE

THIS THIRD AMENDMENT TO LEASE (this "Third Amendment") is entered into as of the st day of September 1998 (the "Effective Date") by
and between 6715 Kenilworth Avenue General Partmership ("Landlord") and Pathnet, Inc. ("Tenant").

RECITALS

A. Landlord and Tenant are parties to that certain Lease Agreement dated August 9, 1997, as amended by that certain Amendment to Lease dated
March 5. 1998 and that Second Amendment to Lease dated May 1, 1998 (together, the”Lease").

B. Landlord and Tenant desire to add certain premises to the Lease and make certain other modifications to the Lease as more particularly set
forth herein.

NOW, THEREFORE. in consideration of the mutual promises of the parties and other good and valuable consideration, the receipt and sufficiency
of which are hereby acknowledged, the parties hereby agree as follows:

1. PREMISES. From and after the Effective Date, the area described in Exhibit A, attached hereto and
incorporated herein, located on the first floor of the building containing the Premises and consisting of approximately
1,500 square feet, is hereby incorporated into the Premises for all purposes.

2. RENT. In Paragraph 3 of the Lease, as amended by the Second Amendment to Lease. (1) the number
"$305.860.00" is hereby deleted and the number "335,860.00" is inserted in its place; and (ii) the number "25.488.33" is
hereby deleted, and the number "27,988.00" is inserted in its place.

3. SECURITY DEPOSIT. As of the date hereof, Tenant has increased the Security Deposit under the Lease
by delivering to Landlord, and Landlord hereby acknowledges receipt of, the sum of $2.500. The parties acknowledge
that the Security Deposit is currently $19,493.33.

4. IMPROVEMENTS. The parties acknowledge that certain
improvements will be constructed in the Premises pursuant to a
separate agreement.

S. CAPITALIZED TERMS. All capitalized terms not defined herein
shall have the meanings ascribed to such terms in the Lease.

6. RATIFICATION. Except as expressly modified herein, the Lease
remains in full force and effect in accordance with its terms.

{SIGNATURES BEGIN ON FOLLOWING PAGE|



EXECUTED. under seal. as of the day and year first written above.

LANDLORD:
6715 KENILWORTH AVENUE GENERAL PARTNERSHIP
BY. /s/David Schaeffer

David Schaeffer
General Partner

TENANT:
PATHNET, INC.

BY: /s/William R. Smedberg V

William R. Smedberg V
Vice President, Finance and
Corporate Development



Exhibit 21.1
SUBSIDIARIES OF THE COMPANY

Pathnet Finance I, LLC, a Delaware limited liability company.

Pathnet/Idaho Power License, LLC, a Delaware limited liability company.
Pathnet/Idaho Power Equipment. LLC, a Delaware limited liability company.
Pathnet BNSF Equipment, LLC, a Delaware limited liability company.

Pathnet Fiber Optics, LLC, a Delaware limited liability company.



<ARTICLE=>5

<LEGEND>

The schedule contains summary financial information extracted from the Company's

balance sheet as of September 30, 1998 and the Statements of Operations for the
year ended December 31, 1998 and is qualified in its entirety by reference to

such financial statements.

</LEGEND>

<CIK> 0001061148

<NAME> Pathnet, Inc.

<MULTIPLIER> 1.000

<PERIOD-TYPE> 12-MOS

<FISCAL-YEAR-END> DEC-31-1998
<PERIOD-START>  JAN-01-1998

<PERIOD-END> Dec-31-1998

<CASH> 57322
<SECURITIES> 97.896
<RECEIVABLES> 3,207
<ALLOWANCES> 0
<INVENTORY> 0
<CURRENT-ASSETS> 162,479
<PP&E> 48,760
<DEPRECIATION> 789
<TOTAL-ASSETS> 365414
<CURRENT-LIABILITIES> 20,280
<BONDS> 346,212
<PREFERRED-MANDATORY> 35,970
<PREFERRED> 0
<COMMON> 29
<OTHER-SE> (37,077)
<TOTAL-LIABILITY-AND-EQUITY> 365,414
<SALES> 1,584
<TOTAL-REVENUES> 1,584
<CGS> 7,548
<TOTAL-COSTS> 7,548
<OTHER-EXPENSES> 0
<LOSS-PROVISION> 0
<INTEREST-EXPENSE> 32572
<INCOME-PRETAX> (36,297)
<INCOME-TAX> 0
<INCOME-CONTINUING> (36,297)
<DISCONTINUED> 0
<EXTRAORDINARY> 0
<CHANGES> 0
<NET-INCOME> (36,297)
<EPS-PRIMARY> (12.51)

<EPS-DILUTED> (1251
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be less than the Applicable Conversion Value at the time of such issuance and. except as hereinafter provided, an adjustment in the Applicable
Conversion Value shall be made upon each such issuance in the manner provided in paragraph (i) of this Section 5.3.4(f) as if such Common Stock
were issued at such Net Consideration Per Share. No adjustment of the Applicabie Conversion Value shall be made under this Section 3.3.4(f) upon
the 1ssuance of any additional shares of Common Stock which are issued pursuant to the exercise of any warrants, options or other subscription or
purchase rights or pursuant to the exercise of any conversion or exchange rights in any convertible securities if any adjustment shall previously have
been made upon the issuance of such warrants, options or other rights. Any adjustment of the Applicable Conversion Value with respect to this
paragraph (ir) of this Section 5.3.4(f) shall be disregarded if, as and when the rights to acquire shares of Common Stock upon exercise or conversion
of the warrants, optians, rights or convertible securities which gave rise to such adjustment expire or are canceled without having been exercised. so
that the Applicable Conversion Value effective immediately upon such cancellation or expiration shall be equal to the Applicable Conversion
Value in effect immediately prior to the time of the issuance of the expired or canceled warrants, options, rights or convertible securities, with such
additional adjustments as would have been made to that Applicable Conversion Value had the expired or canceled warrants, options, rights or
convertible securities not been issued; provided, however, that no such readjustment of the Applicable Conversion Value shall have the effect of
increasing the Applicable Conversion Value to an amount which exceeds the lower of (x) the Applicable Conversion Value on the original
adjustment date, or (y) the Applicable Conversion Value that would have resulted from any issuance of any additional shares of Common Stock
pursuant to such warrants, options, rights or convertible securities between the original adjustment date and such readjustment date. In the event that
the terms of any warrants, options, other subscription or purchase rights or convertible securities previously issued by the Corporation are changed
(whether by their terms or for any other reason) so as to change the Net Consideration Per Share payable with respect thereto (whether or not the
issuance of such warrants, options, rights or convertible securities originaily gave rise to an adjustment of the Applicable Conversion Value), the
Applicable Conversion Value shall be recomputed as of the date of such change, so that the Applicable Conversion Value effective immediately upon
such change shall be equal to the Applicable Conversion Value in effect at the time of the issuance of the warrants, options, rights or convertible
securities subject to such change, adjusted for the issuance thereof in accordance with the terms thereof after giving effect to such change, and with
such additional adjustments as would have been made to that Applicable Conversion Value had the warrants, options, rights or convertible securities
been issued on such changed terms. For purposes of this paragraph (ii), the Net Consideration Per Share which may be received by the Corporation
shall be determined as follows:

(A) The Net Consideration
Per Share shall mean the amount equal to the total amount of consideration, if any, received by the Corporation for the issuance of such warrants,
options, rights or convertible securities, plus the minimum amount of consideration, if any, payable to the
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Corporation upon exercise or conversion thereof, divided by the aggregate number of shares of Common Stock that would be issued if all such
warrants, options, subscriptions, or other purchase rights or convertible securities were exercised or converted at such net consideration per share.

(B) The Net Consideration

Per Share which may be received by the Corporation shall be determined in each instance as of the date of issuance of warrants, options, rights or
convertible securities without giving effect to any possible future price adjustments or rate adjustments which may be applicable with respect to such
warrants, options, rights or convertible securities and which are contingent upon future events; provided that in the case of an adjustment to be made
as a result of a change in terms of such warrants, options, rights or convertible securities, the Net Consideration Per Share shall be determined as of

the date of such change.

(2) ADJUSTMENTS FOR RECLASSIFICATION. If the Common Stock issuable upon the
conversion of the Series Preferred Stock shall be changed into the same or different number of
shares of any class or classes of stock, whether by reclassification or otherwise (other than an
Extraordinary Common Stock Event, or a reorganization, merger, consolidation or sale of assets
provided for elsewhere in this Section 5.3.4), then and in each such event the holder of each share
of Series Preferred Stock shall have the right thereafter to convert such share into the kind and
amount of shares of stock and other securities and property receivable upon such reorganization,
reclassification or other change by holders of the number of shares of Common Stock into which
such shares of Series Preferred Stock might have been converted immediately prior to such
reorganization, reclassification or change, all subject to further adjustment as provided herein.
Without limiting the generality of the foregoing, the Applicable Conversion Rate, as defined in this
Section 5.3.4, in respect of such other shares or securities so receivable upeon conversion of shares
of Series Preferred Stock shall thereafter be adjusted, and shall be subject to further adjustment
from time to time, in a manner and on terms as nearly equivalent as practicable to the provisions
with respect to Common Stock contained in this Section 5.3.4, and the remaining provisions herein
with respect to the Common Stock shall apply on like or similar terms to any such other shares or
securities.

(h)  ADJUSTMENTS FOR REORGANIZATIONS. If at any time or from time to time there
shall be a capital reorganization of the Common Stock (other than a subdivision, combination,
reclassification or exchange of shares provided for elsewhere in this Section 5.3.4) or a merger or
consolidation of the Corporation with or into another corporation or the sale of all or substantially
all of the Corporation’s properties and assets to any other person, then, as a part of and as a
condition to the effectiveness of such reorganization, merger, consolidation or sale, lawful and
adequate provision shall be made so that if the Corporation is not the surviving corporation, the
Series Preferred Stock shall be converted into preferred stock of the surviving corporation having
equivalent preferences, rights and privileges except that in lieu of
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PATHNET, INC. AND SUBSIDIARIES
(Development Stage Enterprises)
CONSOLIDATED BALANCE SHEETS

ASSETS
Cash and cash equivalents
Note receivable
Interest receivable
Marketable securities available for sale, at market
Prepaid expenses and other current assets

Total current assets

Property and equipment, net

Deferred financing costs, net

Restricted cash

Marketable securities available for sale, at market
Pledged marketable securities held to maturity
Other assets

Total assets

LIABILITIES, MANDATORILY REDEEMABLE PREFERRED STOCK
AND STOCKHOLDERS' EQUITY (DEFICIT)

Accounts payable
Accrued interest
Accrued expenses and other current liabilities

Total current liabilities

12 1/4% Senior Notes, net of unamortized bond discount of $3,480,750 and $3,787,875
respectively

Other non-current liabilities

Total liabilities

Series A convertible preferred stock, $0.01 par value, 1,000,000 shares authorized, issued
and outstanding at September 30, 1999 and December 31, 1998, respectively (liquidation
preference $1,000,000)

Series B convertible preferred stock, $0.01 par value, 1,651,046 shares authorized, issued
and outstanding at September 30, 1999 and December 31, 1998, respectively (liquidation
preference $5,033,367)

Series C convertible preferred stock, $0.01 par value, 2,819,549 shares authorized, issued
and outstanding at September 30, 1999 and December 31, 1998, respectively (liquidation
preference $30,000,052)

Total mandatorily redeemable preferred stock

Common stock, $0.01 par value, 60,000,000 shares authorized at June 30, 1999 and
December 31, 1998, respectively; 2,977,593 and 2,902,358 shares issued and
outstanding at September 30, 1999 and December 31, 1998, respectively

Deferred compensation

Additional paid-in capital

Accumulated other comprehensive (loss) income

Deficit accumulated during the development stage

Total stockholders' equity (deficit)

Total liabilities, mandatorily redeemabie preferred stock and stockholders’ equity (deficit)

September 30, December 31,
1999 1998
(unaudited)
$ 98,896,417 $ 57,321,887
- 3,206,841
1,957,216 3,848,753
69,420,476 97,895,773
453,54] 205,503
170,727,650 162,478,759
106,123,850 47,971,336
9,695,423 10,508,251
3,952,769 10,731,353
5,103,435 71,899,757
42,379,701 61,824,673
591,727 -

$ 338,574,555

$ 365,414,129

$ 12,378214 $ 10,708,263
19,651,047 8,932,294
1,093,897 639.688
33,123,158 20,280,245
346,519,250 346,212,125
263,734 -
379,906,142 366.492,370
1,000,000 1,000,000
5,008,367 5,008,367
29,961,272 29.961.272
35,969,639 35,969,639
29.776 29,024
(575,836) (978.064)
6,162,866 6,156,406
(45.465) 208,211

- (82,872,567)

(42,463.457)

(77,301,226)

(37.047.880)

$ 338,574,555

$ 365.414,129

The accompanying notes are an integral part of these consolidated financial statements.
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Revenue

Operating expenses:
Cost of revenue
Selling, general and administrative
Depreciation expense

Total operating expenses
Net operating loss
Interest expense
Interest income

Write-off of initial public offering costs
Other income (expense), net

Net loss
Basic and diluted loss per
common share

Weighted average number of
common shares outstanding

CONSOLIDATED STATEMENTS OF OPERATIONS

PATHNET, INC. AND SUBSIDIARIES

{Development Stage Enterprises)

(unaudited)

For the three months ended

For the nine months ended

For the period
August 25, 1995
(date of inception)

September 30, September 30, to September 30,
1999 1998 1999 1998 1999
S 584,084 S 475,000 $ 2,275,003 $§ 1,050,000 S 4,022,042
4,258,609 1,621,211 9,579,064 5,385,718 17,126,684
3,197,164 2,694,505 9,500,235 6,721,862 25,125,584
2,143,238 203,725 3,714,170 315,247 4,503,001
9,599,011 4,519,441 22,793,469 12,422,827 46,755,269
(9,014,927) (4,044,441) (20,518,466) (11,372,827) (42,733,227)
(9,987,494) (11,151,467) (30,318,331) (21,862,169) (63,306,142)
3,318,719 4,728,582 10,511,464 9,574,286 24,626,700
- (1,354,534) - (1,354,534) (1,354,534)
(243,504) 1,661 (83,777 500 (86,364)
$_(15927206) S (11.820,199) S (40,409,110) § (25,014,744) § (82,853,567)
$ (544) § (4.07) $ (13.88) § 862) § (28.54)
2,926,081 2,902,358 2911,512 2,901,917 2,902,594

The accompanying notes are an integral part of these consolidated financial statements.



PATHNET, INC. AND SUBSIDIARIES
(Development Stage Enterprises)
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(unaudited)
For the period

August 25, 1995
For the three months ended For the nine months ended (date of inception)

September 30, September 30, to September 30,

1999 1998 1999 1998 1999
Net loss $ (15927206) § (11,820,199) § (40,409,110) § (25,014,744) S (82,853.567)
Other comprehensive income (loss):
Net unrealized gain (loss) on marketable

securities available for sale 75,759 488,345 (253,676) 436,490 (45,463)
Comprehensive loss $ (15851,447) §  (11,331,854) § (40,662,786) S (24,578,254) § (82.899.032)

The accompanying notes are an integral part of these consolidated financial statements.




PATHNET, INC. AND SUBSIDIARIES
(Development Stage Enterprises)
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
For the period
August 25, 1995
For the nine months ended (date of inception)
September 30, to September 30,
1999 1998 1999
Cash flows from operating activities:
Net loss $ (40,409.110) $ (25.014,744) S (82.853.567)
Adjustment to reconcile net loss to net cash used in operating activities
Depreciation expense 3,714,170 315,247 4,503,001
Amortization of deferred financing costs 853.563 558,785 1,696,353
Loss on disposal of fixed assets 8,345 - 13,845
Gain on disposal of investments (157.983) - (157,983)
Write-off of deferred financing costs - 613,910 581.334
Interest expense resulting from amortization of discount on the
bonds payable 307,125 204,750 614.250
Amortization of premium on pledged securities (288,643) - (288,643)
Stock based compensation 402,228 489,435 1.103,523
Interest expense for beneficial conversion feature of bridge loan - - 381,990
Accrued interest satisfied by conversion of bridge loan to
Series B convertible preferred stock - - 33,367
Changes in assets and liabilities:
Interest receivable 1,891,537 (3.936,127) (2,955,415)
Prepaid expenses and other assets (839,763) (119,796) (1,045.268)
Accounts payable (2,140,999) 53,71t (1,633,385)
Accrued interest 10,718,753 20,484,724 19,651,047
Accrued expenses and other liabilities 717,943 1,808.548 1,357.630
Net cash used in operating activities (25,222.834) (4,541.557) (58.997.921)
Cash flows from investing activities:
Expenditures for network in progress (57,461,993) (9,183,109) (92,821,117)
Expenditures for property and equipment (607,101) (8,548,737) (3.812,994)
Proceeds on disposal of fixed assets 5,015 - 5,015
Sale of marketable securites held for sale 95,175,926 - 95.175,926
Purchase of marketable securities available for sale - (191.232,621) (169,587.319)
Purchase of marketable securities - pledged as collateral - (83.224,243) (83,097.655)
Maturity and sale of marketable securities - pledged as coilateral 19,733,615 - 42,004,796
Restricted cash 6,778,584 (9.887,042) (3.952.769)
Repayment of note receivable 3,206,841 9,000 9.000
Net cash provided by (used in) investing activities 66.830.887 (302,066,752) (216.077.117)
Cash flows from financing activities:
Issuance of voting and non-voting common stock - - 1,000
Proceeds from sale of preferred stock - 19,999,998 35,000,052
Proceeds from sale of Series B convertible preferred stock representing the
conversion of committed but undrawn portion of bridge loan to Series B
convertible preferred stock - - 300,000
Proceeds from bond offering - 350,000,000 350,000.000
Proceeds from bridge loan - - 700,000
Exercise of employee common stock options 7.212 81 7.293
Payment of issuance costs for preferred stock offerings - - (63,780)
Payment of deferred financing costs (40,735) 11,664,523y  (11,973,110)
Net cash provided by (used in) financing activities (33.523) 358,335.556 373,971,455
Net increase in cash and cash equivalents 41,574,530 51,727,247 98.896,417
Cash and cash equivalents at the beginning of period 57,321,887 7.831,384 -
Cash and cash equivalents at the end of period § 98,896,417 $ 59,558,631 $ 98,896,417
The accompanying notes are an integral part of these consolidated financial stat ts.




PATHNET, INC. AND SUBSIDIARIES
(DEVELOPMENT STAGE ENTERPRISES)
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

1. THE COMPANY

Pathnet, Inc. (Company) is a facilities based wholesale telecommunications services provider
that targets under-served and second and third tier U.S. markets. Pathnet offers telecommunications
service to inter-exchange carriers, local exchange carriers, intemet service providers, Regional Bell
Operating Companies, cellular operators and resellers.

During the third quarter of 1999, Pathnet continued to construct and deploy digital networks
utilizing both wireless and fiber-optic technologies. Pursuant to its agreement with Worldwide Fiber
USA (WFI), the Company began to construct and market a multi-conduit fiber-optic network between
Chicago, Illinois and Denver, Colorado during the second quarter. In addition, in August the Company
announced it will co-develop a 400 mile fiber network connecting Grand Junction, Colorado to
Albequerque, New Mexico with Tri State Generation and Transmission Association, Inc. (See note 9
to these Financial Statements).

As of September 30, 1999, the Company had approximately 6,100 route miles of completed
network and approximately 1,400 route miles of network under construction.

The Company's business is funded primarily through equity investments by the Company's
stockholders and $350.0 million aggregate principal amount of 12 %% Senior Notes due 2008 (Senior
Notes) which have been registered under the Securities Act of 1933, as amended.

A substantial portion of the Company's initial activities involved developing strategic
relationships with co-developers such as railroads, pipelines and utilities and building its network.
Accordingly, a large portion of its revenues to date reflect only certain consulting and advisory services
in connection with the design, development and construction of digital microwave infrastructure. The
remainder of its revenues to date (approximately 47%) has been derived from the sale of bandwidth
along the Company’s digital network. The Company has experienced significant operating and net
losses and negative operating cash flow to date and expects to continue to experience operating and net
losses and negative operating cash flow until such time as it is able to generate revenue sufficient to
cover its operating expenses.

2. BASIS OF PRESENTATION

The Company recently commenced providing telecommunication services to customers and
recognizing the revenue from the sale of such telecommunication services, its principal activities to date
have been securing contractual alliances with its co-development partners, designing and constructing
networkpaths, obtaining capital and planning its proposed service. Accordingly, the Company’s
consolidated financial statements are presented as a development stage enterprise, as prescribed by
Statement of Financial Accounting Standards No. 7, “Accounting and Reporting by Development Stage
Enterprises.” As a development stage enterprise, the Company has been relying on the issuance of
equity and debt securities, rather than recurring revenues, for its primary sources of cash since inception.

In June 1997, the Financial Accounting Standards Board issued SFAS No.131, "Disclosures
About Segments of an Enterprise and Related Information"("SFAS No. 131"). SFAS No. 131 changes




PATHNET, INC. AND SUBSIDIARIES
(DEVELOPMENT STAGE ENTERPRISES)
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

the way public companies report segment information in annual financial statements and also requires
those companies to report selected segment information in interim financial reports to stockholders. It
also establishes standards for related disclosures about products and services, geographic areas, and
major customers. Management believes the Company's current operations comprise only one segment,
the sale of telecommunications capacity, and as such, adoption of SFAS No. 131 does not impact the
disclosures made in the Company's financial statements.

In the opinion of management, the accompanying unaudited consolidated financial statements
of the Company and its subsidiaries contain all adjustments (consisting only of normal recurring
accruals) necessary to present fairly the Company's consolidated financial position as of September 30,
1999, and the results of operations and cash flows for the periods indicated. Certain information and
footnote disclosures normally included in financial statements prepared in accordance with generally
accepted accounting principles have been condensed or omitted. These unaudited consolidated financial
statements should be read in conjunction with the financial statements and notes thereto included in the
Company's Annual Report on Form 10-K for the period ended December 31, 1998 filed with the
Securities and Exchange Commission. The results of operations for the three and nine months ended
September 30, 1999 are not necessarily indicative of the operating results to be expected for the full year.

3. REVENUE RECOGNITION

The Company earns revenue from the sale of telecommunications capacity and for project
management and consulting services. Revenue from the sale of telecommunications capacity is earned
when the service is provided. Revenue for project management and consulting services is recognized
based on the percentage of the services completed. The Company defers revenue when contractual
payments are received in advance of the performance of services.

Revenue from the sale of telecommunications capacity includes revenue eamed under
indefeasible right of use agreements. The Company recognizes revenue under such agreements on a
straight-line basis over their term.

4. LOSS PER SHARE

Basic earnings (loss) per share is computed by dividing net income (loss) by the weighted
average number of shares of Common Stock outstanding during the applicable period. Diluted eamings
(loss) per share is computed by dividing net income (loss) by the weighted average common and
potentially dilutive common equivalent shares outstanding during the applicable period. For each of the
periods presented, basic and diluted loss per share are the same. The exercise of 3,119,434 employee
Common Stock options, the exercise of warrants to purchase 1,116,500 shares of Common Stock, and
the conversion of 5,470,595 shares of Series A, B and C convertible preferred stock into 15,864,715
shares of Common Stock as of September 30, 1999, which could potentially dilute basic earnings per
share in the future, were not included in the computation of diluted loss per share for the periods
presented because to do so would have been antidilutive in each case.




PATHNET, INC. AND SUBSIDIARIES
(DEVELOPMENT STAGE ENTERPRISES)
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

S. MARKETABLE SECURITIES

Certain of the Company's marketable securities are considered “available for sale,” and, as such,
are stated at market value. The net unrealized gains and losses on marketable securities are reported as
part of accumulated other comprehensive income (loss). Realized gains or losses from the sale of
marketable securities are based on the specific identification method.

The following is a summary of the investments in marketable securities at September 30, 1999:

Gross Unrealized
Cost Gains Losses Market Value

Available for sale securities:
U.S. Treasury securities and debt securities

of U.S. Government agencies $ 28,398,072 % - § 45760 $ 28,352,312
Corporate debt securities 44,660,067 43,212 33,750 44,669,529
Debt Securities issued by foreign

governments 1,511,237 -- 9.167 1,502,070

$ 745693768 43212 $ 88677 $ 74,523 911

Gross realized gains on sales of available for sale securities were approximately $0 and $158,000
during the three and nine months ended September 30, 1999 respectively. Gross realized gains and gross

realized losses on sales of available for sale securities were immaterial during the three and nine months
ended September 30, 1998.

The amortized cost and estimated fair value of available for sale securities by contractual
maturity at September 30, 1999 is as follows:

Cost Market Value
Due in one year or less $ 69,428,897 $ 69,420,476
Due after one year through two years 5,140,479 5,103,435

$ 74569376 $ 74523911

Expected maturities may differ from contractual maturities because the issuers of the securities
may have the right to prepay obligations without prepayment penalties.

In addition to marketable securities, the Company has investments in pledged marketable
securities that are pledged as collateral for repayment of interest on the Company’s Senior Notes through
April 2000 and are classified as non-current assets on the consolidated balance sheet. As of September
30, 1999, pledged marketable securities consisted of U.S. Treasury securities classified as held to
maturity with an amortized cost of approximately $20.9 million and cash and cash equivalents of
approximately $21.5 million. All of the investments contractually mature by March 31, 2000.

6. PROPERTY AND EQUIPMENT




PATHNET, INC. AND SUBSIDIARIES
(DEVELOPMENT STAGE ENTERPRISES)
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

Property and equipment, stated at cost, is comprised of the following at September 30, 1999 and
December 31, 1998:

September 30, December 31,
1999 1998

Network in progress $ 37,793,073 $ 38,669,088
Communications network 68,974,361 6,890,686
Office and computer equipment 2,053,485 2,267,647
Furniture and fixtures 1,484,068 766,013
Leasehold improvements 301.407 166,733
110,606,394 48,760,167

Less: accumulated depreciation (4.482.,544) (788.831)
Property and equipment, net $106,123,850 $ 47,971,336

Network in progress includes (i) all direct material and labor costs incurred on the construction
of the network together with related allocable interest costs, necessary to construct components of a high
capacity digital network which is owned and maintained by the Company, and (ii) network related
inventory parts and equipment. The network in progress balance on September 30, 1999 includes
approximately $15.2 million for costs incurred under the Company’s agreement with WFI to construct
a digital fiber optic network and $2.5 million for a right of use under a agreement with Northern Border
Pipeline for microwave access. When a portion of the network has been completed and made available
for use by the Company, the accumulated costs are transferred from network in process to
communications network and depreciated over time. As of September 30, 1999, the Company incurred
non-cash capital expenditure of approximately $14.0 million.

7. RESTRICTED CASH

Restricted cash comprises amounts held in escrow to secure the Company’s obligations under
certain of its Fixed Point Microwave Services Agreements. The funds in each escrow account are
available only to fund the project to which the escrow is related until such project has been completed,
at which time surplus funds will be returned to the Company. Generally, funds are released from escrow
to pay project costs when such costs are incurred and agreed upon under the contract. During the three
and nine months ended September 30, 1999, approximately $4.0 million and $7.1 million were released
from escrow, respectively.
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PATHNET, INC. AND SUBSIDIARIES
(DEVELOPMENT STAGE ENTERPRISES)
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

8. COMMITMENTS AND CONTINGENCIES

As of September 30, 1999, the Company had commitments of up to approximately $79.9 million
relating to purchases of telecommunication and transmission equipment and its agreement with WFIL
(See note 9 to these Financial Statements).

9. FIBER AGREEMENTS

On March 31, 1999, the Company signed two agreements with WFI to construct and market a
multi-conduit fiber-optic network between Chicago, Illinois and Denver, Colorado. The total shared
projected cost for this project is in excess of $100 million. The 1,100-mile network between Chicago
and Denver will pass through Des Moines, lowa; Omaha, Nebraska; and Lincoln, Nebraska. WFI will
lead-manage the project with construction to be completed in two segments. The first segment, Chicago
to Omabha, is expected to be complete in late 1999 with the second segment, Omaha to Denver,
scheduled to be completed in the first quarter of 2000.

On August 6, 1999, the Company announced a co-development agreement with Tri-State
Generation and Transmission Association, Inc. (Tri-State), to construct a 400-mile fiber network
connecting Grand Junction, Colorado to Albuquerque, New Mexico. The total projected combined cost
for this route is approximately $40 million. Tri-State and some of its member cooperatives will
contribute up to 50% of the network build costs.

10. SUBSEQUENT EVENT

The Company announced on November 9, 1999 that it had entered into agreements providing
for strategic investments from Colonial Pipeline Company, Burlington Northern and Sante Fe
Corporation and CSX Corporation. Upon the closing of these investments, the Company will receive
the nght to develop over 12,000 miles of the investors' rights of way holdings in return for preferred
stock. In addition to providing a portion of the right of way access, Colonial Pipeline will also make a
$64 million cash investment in Pathnet equity, $39 million at closing with an additional $25 million due
upon completion of the Omaha to Denver segment. The new investors collectively will receive an
approximate one-third equity stake in Pathnet, as well as proportionate representation on the Pathnet
Board of Directors. As part of this transaction and the reconstitution of the Pathnet Board, Dave
Schaeffer, former Chairman of Pathnet and an existing director, resigned from the Company's Board of
Directors effective November 4, 1999,

The terms of the strategic investment transaction require that consents be obtained from the
holders of a majority of the Company's existing Senior Notes. Pathnet is planning the consent process
with its legal and financial advisors, and expects promptly to take the necessary steps to seek the
required consent. The Company will distribute further information concerning the consents to the
holders of its Senior Notes in the near future. Pathnet expects to close this transaction immediately
following receipt of the required consents and other required regulatory approvals.
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

Overview
Since inception on August 25, 1995, our principal activities have included:

Developing and pursuing our business plans;

e developing leading edge products and services;

e entering into strategic relationships with owners of telecommunications assets and co-
development partners;

* raising capital and hiring management and other key personnel;

s negotiating collocation and interconnection agreements and installing collocations and
interconnections off our backbone network;

¢ constructing and developing our digital backbone network;
working on the design and development of our network architecture and operations support
systems, including the buildout and launch of our 24-hour Network Operations Center; and

e procuring governmental authorizations.

As of September 30, 1999 we had completed 6,100 route miles of our digital backbone network
and had an additional 1,400 route miles of network under construction. We began offering wholesale
transport services with the "turn up” of our first route in the first quarter of 1998 and currently offer
wholesale transport services on the operating portion of our digital network. In addition to wholesale
transport services and backbone services including the sale of dark fiber and conduit, we intend to deploy
our other services including local access services, virtual points of presence, virtual backbone, DSL-
based services and other services in our target second and third tier markets during 2000.

Pathnet entered into two agreements with Worldwide Fiber USA (formerly known as Pacific
Fiber Link, LLC) (“WFI”) in March 1999 to construct and market a multi-conduit fiber-optic network
between Chicago, Illinois and Denver, Colorado. The 1,100-mile network will pass through Des
Moines, lowa; Omaha, Nebraska; and Lincoln, Nebraska.

On August 6, 1999, we entered into a co-development agreement with Tri-State Generation and
Transmission Association, Inc. ("Tri-State"), to construct a 400-mile fiber network connecting Grand
Junction, Colorado to Albuquerque, New Mexico. The total projected combined cost for this route is
approximately $40 million. Pursuant to this agreement, Tri-State and some of its member cooperatives
will contribute up to 50% of the network build costs.

In addition, we announced on November 9, 1999 that we had entered into agreements providing
for strategic investments from Colonial Pipeline Company, Burlington Northern and Sante Fe
Corporation and CSX Corporation. Upon the closing of these investments, the Company will receive
the right to develop over 12,000 miles of the investors' rights of way holdings. In addition to providing
a portion of the right of way access, Colonial Pipeline will also make a $64 million cash investment in
equity, $39 million at closing with an additional $25 million due upon completion of the Omaha to
Denver segment. The new investors collectively will receive an approximate one-third equity stake, as
well as proportionate representation on the Board of Directors. The terms of the strategic investment
transaction require that consents be obtained from the holders of a majority of our existing Senior Notes.
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We expect to close this transaction immediately following receipt of the required consents and other
required regulatory approvals, although there can be no assurance that we will be able to obtain these
consents and approvals or that this transaction will close on the terms described above, or at all.

As a result of our development activities, we have experienced operating losses. We expect to
experience continuing operating losses as we expand our operations and the continued prosecution of

our business plan will require significant capital expenditures. See "--- Liquidity and Capital
Resources."”

Financial performance will vary from market to market, and the time when we will achieve
positive EBITDA, if at all, will depend on factors such as:

the size of the addressable market;

timely completion of backbone routes, collocations and interconnections;
the cost of the necessary infrastructure;

the timing of market entry; and

the commercial acceptance of our products and services.

Sources of Revenue

Backbone Services. We use a "smart build" strategy to identify high demand routes and develop
the fiber portion of our network. Our strategy allows multiple participants to purchase, obtain
indefeasible rights of use or lease fiber or conduit along a segment of our network at a fixed price. Our
dark fiber and conduit sale business is becoming increasingly competitive as other carriers build and
expand their networks. To expedite route development or decrease development risk, we have and in
the future will continue to seek co-developers, to share the project construction costs. We have sought
and in the future may also enter into co-marketing arrangements with our co-developers to facilitate
selling the assets along the build.

Management Services. To date we have primarily generated revenues from services related to
the construction of our digital network. We will continue to construct our digital networks with co-
development partners and for third parties on a contract basis when these networks will allow us to retain
bandwidth, fiber or conduit assets on routes that complement and reduce the costs of completing our
network. We anticipate that, as we proceed with the development of our network, the percentage of
revenues which we receive from the construction services will decline as we near the completion of our
network.

Carrier Services. We provide inter-city and local wholesale transport services and local access
services to our customers on a long-term, individual circuit, or month-to-month basis. We intend to
bundle our wholesale transport services with local access services to provide low cost, value added, end-
to-end solutions for our customers. Our service agreements with customers are generally leases of
capacity which provide for monthly payments due in advance on a fixed-rate basis. Contracts are priced
according to the capacity, the length of the circuit used, the term of the contract and the extent of value
added services provided. Nonrecurring revenues include installation and activation charges for new
customers. We seek to price our services competitively in relation to those of the Incumbent Local
Exchange Carriers (“ILECs”) and other competitive telecommunications companies in our targeted
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underserved and second and third tier markets.

Although pricing will be an important part of our strategy, we believe that customer
relationships, customer care and consistent quality will be the key to generating customer loyalty. During
the past several years, market prices for many telecommunications services have been declining, which
is a trend that we believe will likely continue. As prices decline for any given service, we expect that
the total number of customers and the proportion of our customers purchasing our convergent, total
solution value added services will increase.

Operating Expenses.

Cost of Revenue. The largest components of our cost of revenue to date have been costs in
connection with network engineering, operations and maintenance. With our expected growth of our
telecommunications services, we expect components such as access costs (including loop fees, rent,
power and other fees charge by [LECs, competitive telecommunications companies and other providers),
and costs associated to the provision of services to comprise a greater portion of our cost of service.

Selling, Operations and Administration. Our selling, marketing, general and administrative
expenses primarily consist of costs related to selling, marketing, customer care, billing, regulatory and
corporate administration. Additionally, we incur other costs associated with administrative overhead
and office leases. We expect that our selling, marketing, general and administrative costs will grow
significantly as we expand our operations and that administrative overhead will be a large portion of
these expenses. However, we expect these expenses to decline as a percentage of our revenue as we
build our customer base and the number of customers connected to our networks increases.

Depreciation and Amortization. Because we are primarily a facilities-based wholesale provider,
depreciation of property, plant and equipment will be a significant ongoing expense for us. We expect
depreciation and amortization expense to increase significantly as more of our network becomes
operational and as we increase capital expenditures to expand our network. Depreciation and
amortization expense will include:

depreciation of network infrastructure equipment;

depreciation of improvements to central offices and other collocations and the related equipment;
amortization of rights of way;

depreciation of network control center facilities, furniture, fixtures and corporate facilities; and
amortization of software.

Results of Operations

During the three months ended September 30, 1999, we continued to focus on (i) developing
relationships and strategic alliances with owners of valuable telecommunications assets such as rights
of way and with co-development partners, (ii) the buildout of our network, (iii) obtaining the regulatory
status and entering into interconnection agreements in each of our target markets so that we can obtain
unbundled network elements and central office space from the ILECs and (iv) the development of our
infrastructure including the hiring of key management personnel.
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Revenue

For the three months ended September 30, 1999 and 1998, we generated revenues of
approximately $584,000 and $475,000, respectively. For the three months ended September 30, 1999,
we generated revenue from the sale of telecommunications services of approximately $584,000. For the
three months ended September 30, 1998, our revenue consisted primarily of revenue from consulting
and advisory services. For the nine months ended September 30, 1999 and 1998, we generated revenue
of approximately $2.3 million and $1.1 million, respectively. This increase is attributable to revenues
from telecommunications services, which were $1.7 million in 1999 with no corresponding revenue in

1998. We expect that the majority of future revenue will be generated from the sale of wholesale
transport services and backbone services.

Operating Expenses

For the three months ended September 30, 1999 and 1998, we incurred operating expenses of
approximately $9.6 million and $4.5 million, respectively. For the nine months ended September 30,
1999 and 1998, we incurred operating expenses of approximately $22.8 million and $12.4 million,
respectively. The increase in both periods is primarily a result of the continued activity in the buildout
of our network and additional staff costs incurred as part the development of our infrastructure. Included
in operating expenses for the three months ended September 30, 1999 is a one time provision of
approximately $1.9 million related to the sale of radios on one of our wireless backbone routes. We
expect selling, general and administrative expenses to continue to increase in the remainder of 1999 as
additional staff is added. Cost of revenue reflects direct costs associated with performance of project
management and consulting services and costs incurred in connection with the provision of
telecommunications services.

Interest Expense

Interest expense for the three months ended September 30, 1999 and 1998 was approximately
$10.0 million and $11.2 million, respectively. Interest expense for the nine months ended September 30,
1999 and 1998 was approximately $30.3 million and $21.9 million, respectively. Interest expense
primarily represents interest on the Senior Notes together with the amortization expense related to the
deferred financing costs of the Senior Notes.

Interest Income

Interest income for the three months ended September 30, 1999 and 1998 was approximately
$3.3 million and $4.7 million, respectively. The decrease in interest income reflects a decrease in cash,
cash equivalents and marketable securities as those funds were used in building our network and funding
operations, and a decrease in pledged marketable securities used in making the interest payments on the
Senior Notes. Interest income for the nine months ended September 30, 1999 and 1998 was
approximately $10.5 million and $9.6 million, respectively. The increase in interest income is a result

of the funds from the Notes generating income over a nine month period versus a six month period in
1998.
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Capital Expenditures

Our operations have required significant capital investment for the construction and deployment
of our digital network. We intend to continue to expand our network and to add local access services
and virtual services to our existing products such as dark fiber and conduit sales and inter-city and local
wholesale transport services. This will require us to fund our initial operating losses and we will require
significant capital to:

continue construction and development of our nationwide network infrastructure;
install electronics and transmission equipment along the network;

procure, design and construct central office and other collocation sites;

purchase equipment and other components needed for interconnection of our network;

purchase and install electronic and other equipment needed to establish our products and
services platform; and

¢ continue development of our corporate infrastructure.

Capital expenditures were approximately $24.3 million and $61.8 million for the three and nine
months ended September 30, 1999, respectively. We expect that our capital expenditures will be
substantially higher in future periods in connection with the expansion of our network and our services
in our target markets.

As of September 30, 1999, we had capital commitments of approximately $79.9 million relating
to telecommunications and transmission equipment and our agreements with our co-development
partners. ‘

Liquidity and Capital Resources

From inception through September 30, 1999 we financed our operations primarily through
private placements of $36.0 million of equity securities and $339.5 million of net proceeds raised from
the issuance of the Senior Notes in April 1998. As of September 30, 1999, we had approximately
$173.4 million of cash, cash equivalents and marketable securities to fund future operations.

Pursuant to the recently announced transaction with Burlington Northern Sante Fe Railway
Company, CSX Transportation, Inc. and Colonial Pipeline, Colonial Pipeline will be contributing
$64.0 million in cash to us bringing our total cash equity investment to $100.0 million.

In addition, we may elect to finance the cost on certain of our equipment through vendor
financing arrangements. In this regard, pursuant to a Commitment Letter between Lucent Technologies,
Inc. (“Lucent”) and us that we executed in connection with the fiber supply agreement between Lucent
and the Company (the “Commitment Letter”), Lucent may provide financing for fiber purchases for the
construction of our network and may provide or arrange financing for future phases of such network. We
have been reviewing with Lucent certain material terms of our agreements, including the terms of the
Commitment Letter. There can be no assurance that the transactions, including the financing
contemplated by Commitment Letter, will be consummated at all or consummated on the terms

16



described above. In addition, we may require additional capital in the future to fund operating deficits
and net losses and for potential strategic alliances, joint ventures and acquisitions.

We estimate that our current available resources will be sufficient to fund the implementation
of our business plan, as currently contemplated, including the capital commitments described above,
operating losses in new markets and working capital needs into the first quarter of 2001. In the event
the strategic investment from Colonial Pipeline is not consummated or is consummated on different
terms, this projection regarding available resources may change.

After such time, we expect to be required to procure additional financing which may include
commercial bank borrowings, additional vendor financing or the sale or issuance of equity or debt
securities.

Our expectations of our future capital requirements and cash flows from operations are based on
current estimates. If our plans or assumptions change or prove to be inaccurate we may be required to
seek additional sources of capital or seek additional capital sooner than anticipated.

Year 2000

The Year 2000 issue exists because many computer systems and software applications use two
digits rather than four digits to designate an applicable year. As a result, the systems and applications
may not properly recognize the Year 2000, or process data that includes that date, potentially causing
data miscalculations or inaccuracies or operational malfunctions or failures.

In the fourth quarter of 1998, we began a corporate-wide program to ready our technology
systems and non-technology systems and software applications for the Year 2000. Our objective is to
target Year 2000 compliance for all of our systems, including network and customer interfacing systems,
and we have grouped these systems into one of six compliance areas: Network Architecture, Internal
Infrastructure, Software Applications, Financial Relationships, Supply-Chain Relationships and
Customer Relationships. Because we have operated for only a few years, few legacy systems or
applications exist. We identified all systems and applications that needed to be modified or
reprogrammed in order to achieve Year 2000 compliance and implemented the necessary changes.

Inventory, assessment and remediation of mission critical hardware systems and software
applications, including network computing and network systems engineering, is substantially complete.
We completed our testing and deployment of upgrades necessary to complete the remediation of
mission-critical systems on September 30, 1999. We are currently formulating contingency plans in the
event that certain of our suppliers or service providers may not be Year 2000 compliant. We will
continue to developed and test these plans throughout the remainder of 1999.

As part of our Year 2000 plan, we have requested confirmation from our communications
equipment vendors and other key suppliers, financial institutions and customers that their systems will
be Year 2000 compliant. Responses received to date indicate a high level of Year 2000 compliance at
these companies, however, there can be no assurance that the systems of companies with which we do
business will be Year 2000 compliant. We expect to continue to receive additional responses in the next
quarter. If the vendors important to us fail to provide needed products and services, our network build-
out and operations could be affected and thereby have a material adverse effect on our results of

17



operations, liquidity and financial condition. Moreover, to the extent that significant customers are not
Year 2000 compliant and that affects their network needs, our sales could be lower than otherwise
anticipated.

We have hired outside consultants to assist us with its Year 2000 compliance, however, we have
relied primarily on our existing employees to develop and implement our Year 2000 compliance
strategy. And because its existing systems are relatively new, we have not had to replace any significant
portion of its of our systems. As a result, our expenditures to implement its Year 2000 plan have not
been material to date and it does not believe its future expenditures on this matter will be material
(remediation costs incurred to date have been less than $100,000). Such expenditures represent less than
1% of 1999 projected capital expenditures and will be funded out of cash flow from operations. To the
extent we would have had to replace a significant portion of its technology systems, our expenditures
could have material adverse effect on us. As a result, our expenditures to ensure Year 2000 compliance
have not been matenal to date. We expect to continue to use existing employees for the significant part
of our Year 2000 compliance efforts.

The discussion of our efforts and management’s expectations, relating to year 2000 compliance
are forward-looking statements and the dates on which we believe it will complete such efforts are based
upon management’s best estimates. These estimates were derived using numerous assumptions
regarding future events, including the continued availability of certain resources and other factors. We
cannot assure you that these estimates will prove to be accurate, and our actual results could differ
materially from those currently anticipated. Specific factors that could cause such material differences
include, but are not limited to, the availability and cost of personnel trained in year 2000 issues, the
ability to identify, assess, remediate and test all relevant computer codes and embedded technology and
similar uncertainties. In addition, variability of definitions of “compliance with year 2000” relating to
products and services sold by us may lead to claims whose impact on us is currently not estimable. We
cannot assure you that the aggregate cost of defending and resolving such claims, if any, will not
materially adversely affect our results of operations.

Forward-Looking Statements

Certain statements in this Report, in future filings by the Company with the Securities and
Exchange Commission, in the Company’s press releases and in oral statements made by or with the
approval of an authorized executive officer of the Company constitute forward-looking statements,
including statements which can be identified by the use of forward-looking terminology such as
"believes,” "anticipates,” "expects,” "may,” "will," or "should" or the negative of such terminology or
other variations on such terminology or comparable terminology, or by discussions of strategies that
involve risks and uncertainties. All statements other than statements of historical fact in this Report,
including, without limitation, such statements under the caption "Management's Discussion and Analysis
of Financial Condition and Results of Operations," regarding the Company or any of the transactions
described in this Report or the timing, financing, strategies and effects of such transaction, are forward-
looking statements. Although the Company believes that the expectations reflected in such forward-
looking statements are reasonable, it can give no assurance that such expectations will prove to be
correct. Important factors that could cause actual results to differ materially from expectations include,
without limitation, those described in conjunction with the forward-looking statements in this Report,
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as well as the amount of capital needed to deploy the Company's network; the Company's substantial
leverage and its need to service its indebtedness; the restrictions imposed by the Company’s current and
possible future financing arrangements; the ability of the Company to successfully manage the cost-
effective and timely completion of its network and its ability to attract and retain customers for its
products and services; the ability of the Company to implement its newly expanded business plan; the
ability of the Company to retain and attract relationships with the incumbent owners of the
telecommunications assets with which the Company expects to build its network; the ability of the
Company to obtain and maintain rights-of-way for the deployment of its network: the Company's ability
to retain and attract key management and other personnel as well as the Company's ability to manage
the rapid expansion of its business and operations; the Company's ability to compete in the highly
competitive telecommunications industry in terms of price, service, reliability and technology; the
Company's dependence on the reliability of its network equipment, its reliance on key suppliers of
network equipment and the risk that its technology will become obsolete or otherwise not economically
viable; and the Company'’s ability to conduct its business in a regulated environment. The Company does
not intend to update these forward-looking statements. These and other risks and uncertainties affecting

the Company are discussed in greater detail in the Company’s 1998 Annual Report on Form 10-K and
its Interim Reports on Form 10-Q.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

We are exposed to minimal market risks. We manage sensitivity of our results of operations to
these risks by maintaining a conservative investment portfolio, which primarily consists of debt
securities, typically maturing within one year, and entering into long-term debt obligations with
appropriate pricing and terms. We do not hold or issue derivative, derivative commodity or other
financial instruments for trading purposes. Financial instruments held for other than trading purposes
do not impose a material market risk on us.

We are exposed to interest rate risk, as additional debt financing is periodically needed due to
the large operating losses and capital expenditures associated with establishing and expanding our
network coverage. The interest rate that we will be able to obtain on debt financing will depend on
market conditions at that time, and may differ from the rates we have secured on our current debt.

While all of our long-term debt bears fixed interest rates, the fair market value of our fixed rate
long-term debt is sensitive to changes in interest rates. We have no cash flow or earnings exposure due
to market interest rate changes for our fixed long-term debt obligations.
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Part I1. Other Information

Item 1. Legal Proceedings

None

Item 2. Changes in Securities and Use of Proceeds

The Company announced on November 9, 1999 that it had entered into agreements providing
for strategic investments from Colonial Pipeline Company, Burlington Northern and Sante Fe
Corporation and CSX Corporation. In connection with this contemplated investment, the Company has
entered into agreements with all of its stockholders providing for the exchange of their shares in the
Company for shares of Pathnet Telecommunications, Inc., a Delaware corporation. The closing of both
the new investment and the share exchange transaction are subject to certain conditions, including a
requirement that the Company obtain consents from the holders of the Senior Notes. Following the
closing of the investment contribution and share exchange transaction, the Company will become the
wholly-owned subsidiary of Pathnet Telecommunications, Inc. In connection with the closing of this
investment contribution and share exchange this transaction, the Company expects that Pathnet
Telecommunications, Inc. will elect to convert the shares of the Company's Series A Convertible
Preferred Stock, Series B Convertible Preferred Stock, and Series C Convertible Preferred Stock
received in the exchange transaction into shares of the Company’s common stock, in accordance with
the Company's certificate of incorporation.

Item 3. Defaults Upon Senior Securities

None

Item 4. Submission of Matters to a Vote of Security Holders

None

Item 5. Other Information

None

Item 6. Exhibits and Reports on Form 8-K
(a) Exhibits
Exhibit Index
(b) Reports on Form 8-K

None
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Date:

Date:

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

November 15, 1999

November 15, 1999
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Executive Vice-President, Chief
Financial Officer (Principal Accounting
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EXHIBIT INDEX

Pursuant to Item 601 of Regulation S-K

Exhibit No. Description of Exhibit
10.1 Contribution Agreement by and among the Company, Pathnet

Telecommunications, Inc. and The Burlington Northern Sante Fe
Railway, dated November 4, 1999.

10.2 Contribution Agreement by and among the Company, Pathnet
Telecommunications, Inc. and Colonial Pipeline Company, dated
November 4, 1999.

10.3 Contribution Agreement by and among the Company, Pathnet
Telecommunications, Inc. and CSX Transportation, Inc., dated November
4, 1999,

10.4 Contribution Agreement by and among the Company, Pathnet

Telecommunications, Inc. and The Preferred Stockholders of the
Company, dated November 4, 1999.

10.5 Contribution Agreement by and among the Company, Pathnet
Telecommunications, Inc. and the Common Stockholders of the
Company, dated November 4, 1999.

10.6 Contribution Agreement by and among the Company, Pathnet
Telecommunications, Inc. and David Schaeffer.

10.7* Dark Fiber Agreement between the Company and Tri-State Generator and
Transmission Association, Inc., Empire Electric Association, Inc., La
Plata Electric Association, Inc., Delta-Montrose Electric Association,
Inc., and San Miguel Power Association, Inc., dated August 5, 1999.

27.1 Financial Data Schedule for the nine months ended September 30, 1999.

99.1 Press release dated November 9, 1999 announcing the Company’s results
for the third quarter of 1999.

* Certain portions of this exhibit have been omitted based on a request for confidential treatment filed
separately with the Securities and Exchange Commission.
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EXHIBIT 99.1

FOR IMMEDIATE RELEASE

Contact: Becky Haight
Investor Relations
Pathnet
877 227-5600
investor@pathnet.net

Kye Presley-Dowd

Media Relations

Pathnet

202 295-3286
kpresleydowd@pathnet.net

PATHNET REPORTS THIRD QUARTER RESULTS

WASHINGTON, DC, NOVEMBER 9, 1999-- Pathnet, a privately-held carrier’s carrier
of digital telecommunications capacity to under-served and second- and
third-tier markets, today announced revenue of $584,000 for the quarter ended
September 30, 1999, a 23% increase over 1998 third quarter revenue of $475,000.
Earnings before interest, taxes, depreciation and amortization (EBITDA) for the
quarter was a loss of $6.9 million.

"Pathnet has clearly evolved to a new level over the past six months," said
president and chief executive officer Richard A. Jalkut. "Our installed network
has grown from 3,900 to 6,100 route miles, and we recently announced landmark
agreements with Colonial Pipeline, BNSF and CSX. These agreements provide for
combined investments in Pathnet of rights-of way and cash valued at $250
million. Our underlying ability to pick and choose from our new partners’
extensive rights-of-way as dictated by demand, clearly facilitates our strategy
of reaching target markets through unique network corridors with a ’'smart build’
approach."

Pathnet increased its gross plant and equipment by $24.3 million in the third
quarter, bringing total plant and equipment acquired to $110.6 million.
Depreciation and amortization expense for the quarter was $2.1 million, compared
to $0.2 million for the third quarter of 1998. The company activated 2,200
additional route miles of network during the quarter, bringing total activated
network to 6,100 route miles.

"Pathnet’s backbone network is proceeding as planned, and our new agreements
will clearly enhance our capabilities in the future" said Bob Rouse, Pathnet
chief operating officer. "On a related front, we’ve also made tremendous
progress with collocations. To date we’ve completed over 20 collocations which
provide us with a way to differentiate ourselves, while adding significant wvalue
for our carrier customers," he added.
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Third Quarter Highlights and Recent Developments

- Announced potential investment valued at $250 million from Colconial Pipeline,
BNSF and CSX

- Construction on 1,100 mile Chicago to Denver fiber route on schedule

- Completed 2,200 miles of network in third quarter, bringing total route miles
of network activated to 6,100

- Completed Y2K compliance work
- Promoted Bob Rouse to chief operating officer

- Shawn O’Donnell, senior vice president of engineering and construction,
Gerry Sharp, vice president and chief technology officer and Chuck Liggett,
senior vice president and chief marketing officer joined senior management
team

Pathnet is a carriers’ carrier providing high capacity, digital bandwidth and
access services to under-served and second- and third-tier U.S. markets. It
provides service to inter-exchange carriers, local exchange carriers, Internet
service providers, Regional Bell Operating Companies, cellular operators and
resellers. Pathnet currently has 6,100 route miles of completed network and
1,400 route miles of network under construction. The company’s headquarters are
located in Washington, D.C., at 1015 31st Street, NW, Washington, D.C., 20007.
For additional information about Pathnet, visit the company Web site at
www.pathnet.net.

The statements made by Pathnet in this press release may be forward looking in
nature. No assurance can be given that future results will be achieved; actual
results may differ materially from those projected in forward looking
Statements. Pathnet believes that its primary risk factors include, but are not
limited to: signing additional agreements with private network operators and
others; offering services to telecom service providers; entering into partnering
arrangements; and building a digital network. Additional information concerning
these and other potential important factors can be found within Pathnet’s public
filings with the U.S. Securities and Exchange Commission. Statements in this
release should be evaluated in light of these important factors.




<PAGE> 3

<TABLE>
<CAPTION>

<S>
Revenue

Expenses:
Cost of revenue

Selling, general and administrative

Depreciation
Total expenses
Net operating loss
Interest expense
Interest income
Other
Net loss

Basic and diluted loss per
Common share

Weighted average number of
Common shares outstanding

Other Data:
EBITDA (1)

</TABLE>

PATHNET, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)

FOR THE THREE MONTHS ENDED

SEPTEMBER 30,

(IN THOUSANDS EXCEPT PER SHARE DATA)

FOR THE NINE MONTHS ENDED
SEPTEMBER 30,

1999 1998 1999 1998
<C> <C> <C> <C>

$ 584 S 475 $ 2,275 S 1.050
4,239 1,621 9,579 5,386
3,197 2,694 9,500 6,722
2,143 204 3,714 315
9,599 4,519 22,793 12,423
(9,015) (4,044) (20,518) (11,373)
(9,987) (11,151 (30,318) (21,862)
3,319 4,729 10,511 9,574
(244) (1,354) (84) (1,354)
$ (15,927) $ (11,820) $ (40,409) $ (25,01%5)
$ (5.44) $ (4.07) $ (13.88) $ (8.62)
2,926 2,902 2,912 2,902
$ (6,872) $  (3,840) $ (16,804) $ (11,058)

(1) EBITDA comprises earnings before interest, taxes, depreciation and

amortization
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PATHNET,

CONSOLIDATED BALANCE SHEETS

(IN THOUSANDS,

<TABLE>
<CAPTION>

<S>
ASSETS

Cash and cash equivalents
Marketable securities available for sale, at market
Other current assets

Total current assets
Property and equipment, net
Marketable securities available for sale, at market
Pledged marketable securities held to maturity
Other assets

Total assets

LIABILITIES, MANDATORILY REDEEMABLE

PREFERRED STOCK AND STOCKHOLDERS’ EQUITY (DEFICIT)

Total current liabilities

Bonds payable, net of unamortized bond discount of $3,481

Other non-current liabilities
Total mandatorily redeemable preferred stock
Total stockholders’ equity (deficit)

Total liabilities, mandatorily redeemable preferred stock and

stockholders’ equity (deficit)

Selected statistical data:
Route miles under construction
Route miles complete

</TABLE>

</TEXT>
</DOCUMENT>
</SUBMISSION>

EXCEPT ROUTE MILES)

SEPTEMBER 30,
1999
(UNAUDITED)

<C>

$ 98,896
69,420
2,412
170,728
106,124
5,103
42,380
14,240

$ 338,575

33,123
346,519
264
35,570
(77,301)

$ 338,575

1,400
6,100

DECEMBER 31,
1998

<C>

s 57,322
37,896
7,261
162,479
47,971
71,900
61,825
21,239

$ 365,414

20,280
346,212

35,570
(37,048)

$ 365,414
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PATHNET, INC.
SMALL AND MINORITY-OWNED
TELECOMMUNICATIONS BUSINESS PARTICIPATION PLAN

Policy Statement

Pathnet, Inc. ("Pathnet") will, to the extent that it is feasible and economical, attempt to
purchase goods and services from small and minority telecommunications businesses in
connection with the provision of Pathnet's data transmission services in Tennessee, and will
provide, to the maximum extent feasible, technical assistance to such businesses in Tennessee.

Definitions
Pathnet — Pathnet, Inc.

Small Business — a telecommunications business with annual gross receipts of less than
four million dollars (as defined pursuant to T.C.A. § 65-5-212).

Minority Business — a telecommunications business that is solely owned, or at least
fifty-one percent of the assets or outstanding stock of which is owned by an individual
who personally manages and controls the daily operations of such business, and who is
impeded from normal entry into the economic mainstream because of race, religion, sex
or national origin and such business has annual gross receipts of less than four million
dollars (as defined pursuant to T.C.A. § 65-5-212).

Implementation

Pathnet will undertake all reasonable efforts to ensure that opportunities for small and
minority-owned telecommunications businesses to do business with Pathnet are equivalent to
those provided to those entities which are not small and/or minority owned. Pathnet will make
known to its employees the purpose of this plan.

Pathnet will undertake efforts to identify eligible small business and minority business
providers of goods and services of the type it expects to use in its Tennessee operations. In
particular, the plan administrator will use the following resources to identify qualified
businesses: the Chambers of Commerce, the Tennessee Department of Economic and
Community Development, the U.S. Small Business Administration, and the Office of Minority
Business of the U.S. Department of Commerce, the National Minority Supplier Development
Council, the National Association of Women Business Owners, and the National Association of
Minority Contractors.

Pathnet will invite bids or proposals, or otherwise solicit offers from small and minority-
owned telecommunications businesses to furnish goods and services to Pathnet in connection
with its Tennessee operations. Selection of contractors will be based upon price and quality
considerations, with fuil and equal consideration given to proposals submitted by small
businesses and minority businesses.




Administrator

This plan will be administered by:

J. Alfred Baird

Pathnet, Inc.

11720 Sunrise Valley Drive
Reston, VA 20191
Telephone:  (703) 390-2811
Facsimile: (703) 860-8127

In addition to identifying qualified minority/small businesses, the plan administrator will
develop policies and procedures to assure the success of the plan. Specifically, the plan
administrator's responsibilities pursuant to this plan include the following:

1.
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1il.

v.

V1.

Vil.

Viil.

To develop and maintain a list of eligible Small and Minority-Owned
Telecommunications Businesses.

To obtain available resources for identifying Small and Minority-Owned
Telecommunications Businesses interested in furnishing goods and
services to Pathnet and to cultivate an awareness among such businesses
as to any opportunities to develop business relations with Pathnet.

To serve as resource for technical assistance to Small and Minority-
Owned Telecommunications Businesses and to refer such businesses to
sources of information and other technical assistance.

To ensure that Small and Minority-Owned Telecommunications
Businesses are included in the solicitation for goods and services which
they are capable of providing.

To review solicitations to ensure that they do not inhibit competition from
Small and Minority-Owned Telecommunications Businesses for contracts
for goods and services which they are capable of providing.

To maintain Pathnet's records of solicitations and contract awards, and any
related correspondence.

To review and evaluate Pathnet's annual performance on Small and
Minority-Owned Telecommunications Business contracting.

To provide required records and reports and to cooperate in any authorized
review or reasonable and appropriate surveys or studies by the Tennessee
Regulatory Authority.



iX. To ensure that Pathnet submits reports, as may be required, for use in
connection with subcontracting plans by the Tennessee Regulatory
Authority and/or the State of Tennessee.

X. To prepare and submit annual updates to this Plan as required by T.C.A.
§ 65-5-212.

Records

If and when Pathnet decides to purchase goods and services from a third party in
Tennessee in connection with its Tennessee operations, Pathnet will maintain records relating to
this plan for the purpose of evidencing the implementation of this policy, for use by Pathnet in
evaluating the effectiveness of this plan and in obtaining the policy goal as set forth in this plan,
and for use in updating this plan on an annual basis with the Tennessee Regulatory Authority, or
as otherwise required. In conjunction with this Record Maintenance, Pathnet reserves the ri ght
to designate documents, reports, surveys and/or studies as "confidential” or "proprietary."

This plan is a statement of objectives and is not intended to create any legal obligation
of Pathnet, Inc. or any of its employees.




